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Tee United States have recently assamed 
serious reBponsibililJes in the Orient. Wliile 
the manner of their aaaiimption had some- 
thing of the appearance of accident, this 
country has only followed other civilizBd 
states in tlie general moTemeDt to Hnd out> 
lets for their surploa capital and the products 
of their labor. The United States have 
actually reached, or are approaching, the 
economic state where such outlets are re- 
quired outoide their own boundariesj in order 
to prevent busineaa deproBEdon, idleness, and 
suffering at home. Such outlets mig'ht be 
found without the exercise of political and 
military power, if commercial freedom was 
the policy of all nations. As auch a policy 
has not been adopted by more than one im- 
portant power of western Europe, and as the 
oppoitunitiea for the sale of the products of 
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PREFACE 

American labor and the inrestment of Amer- 
ican capital under coBditioDe of equality of 
opportunity are seriously threatened by the 
policy of some of these powersj the United 
States are compelled, by tLe inatiuct of aelf- 
presepvatioDj to enter, bowevei reluctantly; 
upon the field of internatLODal politics. 

The present volume does not undertake to 
disouaa all aspects of our pOBition in the 
Orient- It IB concerned chiefly with the 
economic aspects of the subject, and not with 
its ethical or political aspects. Upon the 
ethical side, of the right of a higher civiliza- 
tion to extend its sovereiguty at the expense 
of a weaker one, volumes have been written, 
and will continue to be written. It seems 
sufficient to note here that the Englieb- 
fipeaking races are preeminently practical 
rattier than severely logical. They do not 
permit themselves to be carried by a syllo* 
gism to extreme conclusions. The argument 
made by our fathers more than a century 
ago iu favor of " the consent of the gov- 
erned " was not meant by them to include 
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universal aufEn^e, or to eiclade sovereigaty 
over annexed territory. This is the stub- 
born testimony o£ their aete. Beduced to itfl 
real meaning in the mindB of the men who 
uttered it, their declarfitioQ meant that 
flelf-government should not be denied to 
Uiose who ^ere competent to exercise it for 
their owa beueSt and that of Boeiety. The 
attempt to read into their vorda meaninga 
which they did not hear in the minds ol 
those who uttered them, in order to carry 
au abstract theory to a merciless conclusion, 
after the manner of the philosophers of the 
French Revolution, is not in accordance with 
the sober adaptability to conditions as they 
find them which has ever marked the historic 
process of the English-speaking peoples. 
American liberty, like English liberty, has 
been a plant of slow growth. It is not 
adapted to being torn up by the roota and 
transplanted in its entirety to foreign soil. 
The government of the United States, ia 
seeking to establish orderly government ia 
the Philippine Islands, with the limitatioaa 
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TFliicli grow out of conditiona aa they are, 
and refusing to make promises for future 
generations^ wLicU miglit not be fulfilled, 
-would seem to be pursuiDg a wiser course 
than to expect the people of those islands to 
set up an ideal republic on a soil where even 
local self-government has hardly taken root, 
and where the sanctions of order and justice 
which promote industrial development are 
scarcely underBtood- 

Thia prohlem of new markets, and the 
author's discussion of it, has sometimes been 
represented as a problem of capital and not 
of labors but it is in fact of vital interest 
for the American laborer. Labor is perhaps 
more directly concerned than capital that 
new markets and new opportunities for in- 
vestment should be found to relieve the con- 
gestion of the old markets. The question 
ia not whether American laborers can find 
opportunities for work under the tropical 
eun of the Orient^ but whether tbey shall 
find such opportunities at home by the main- 
tenance of adequate marketa abroad for ah- 
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sorbin^ their great product o£ fiDiahed ^oods 
and Baved capital. Only by keeping such 
markets opea can these products be sold 
upon conditiana vhich will keep labor stead- 
ily employed, affoid encouragement for addi- 
ttonal production, and open new jQelde of 
employment. A large demand for labor, 
whetber for completing imiabed goods for 
sale abroad or for preparing the machinery 
of production and transportation for the 
development of backward countries, will 
react upon wages by coxnpeUing competing 
employers to bid for labor in a market where 
it IB scarce^ instead of ebooaing between the 
minimum bids of idle laborers competing 
under conditions disturbed by overproduc- 
tion at home and closed markets abroad. 

Upon the side of capital itself, the lar 
borer is also interested, since he is one of the 
largest contributors to the great fund of 
BAvings which seek investment in remunera* 
tive enterprises. It is more important to him, 
so long as the present structure of society is 
preserved, that capital should yield high and 
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safe retnrDB, than it is to the speculator on 
the stock exchange or the owner of inherited 
vealth. The thrifty laborer abroad, as well 
as in the Uoited States, has become a capital- 
ist whose savingB suffer by the &11 in the 
i&te <kE interest^ and will be permanently 
impaireil in value^ if be permits the markets 
of the world to be closed to the products 
of his labor. 

Upon the administrative side, there ia 
doubtless much to criticise in the conduct of 
all governing countries in their relations witli 
weaker rivala or their own dependencies. 
But adniinlstratdve errors^ however deserving 
of censure they may be, seldom reverse eco- 
uoniie tendencies. Whatever the merits of 
the ethical and pohtical az^mnenta which 
divide parties in the United States, the 
stnigglej in which all the civilized nations 
are taking part, for colonial possessions and 
(or new markets, indica^tes an economic pro- 
blem of a seriona character, which should be 
discussed without passion and solved without 
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prejudice. They are not "traitors " who are 
convinced that expansion is unwise, acd can 
give reasons for their belief; thej are not 
-without ethical ideals who believe that upon 
both the economie and moral side the appli- 
cation of American enterprise to our poaaes- 
fiions in the East and of American civic 
standards to their future government will 
have benefits oE a high character aad wide 
scope for the United States and her taland 
wards. To the discuesion of this last phase 
of the subject, this book is a contribu- 
tion. 

The various chapters herewith presented 
appeared originally as magazine articles at 
intervals during the past two years, which 
will account for their forni and for occasional 
repetitions. The author is indebted to the 
publishers of the '' North American Beview," 
" The Fornm/' and the *' Atlantic Monthly," 
for permission to use the articles in book 
form. A list of the original articles appears 
at the back of the book. They have been 
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clianged in only trifling respecta, where the 
langnage seemed capable of imptovement, 
or slight omissions could be made withoat 
breaking tbe thread of the a^oment. 

CHA&LES A, GONANT. 

Boavnr, Sept«mbv 25i 190a 
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THE BGONOMIO BASES OF IMPBBTAtiffiM 

The iustmctive tendency of a race or civil- 
ization often outruns the wisdom of its lead- 
era. Whether for good or ill, the inborn 
tendenciss of race — whether for the high- 
est achievement in art, like the Ionian ; the 
militarry conquest of the world, like the Ro- 
man ; the penetration of distant and barba- 
rous conDtnes for the purposes of trade*, like 
the Tjrian or the Venetian ; the command 
of the empire of the sea, like the English — 
these tendencies prevail by a sort o£ instinct. 
Other races in seeldo^ to pursue the same 
paths by imitation have stnmbled and g^one 
astray. But when the current of racd or 
national tendencies runs strongly in a given 
chanDel, it is apt to override alike the misgiv^ 
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iiigs of ita syiupatLizers and the protests anil 
resistance of those wko would obatruct it. 
The Unitod States to-day seem about to enter 
upon a path marked out for them as the chil- 
dren of the Anglo-Saxon race, not yet trav- 
ersed because there has been so much to do 
at home. Almost as if by magic, the impor- 
tance of naval power aa the advance agent 
of commercial supremacy has flashed upon 
the mind of the country. The irresistible 
tendency to expansion, which loads the grow- 
ing tree to burst every barrier, which drove 
the Goths, the Vandals, and finally onr^ 
Saxon ancestors in successive and irrGsistible 
waves over the decadent provinces of Kome, 
seems again in operation, seeking new outlets 
for American capital and new opportunities 
' for American enterprise. 

This new movement is not a matter of 
sentiment. It is the result of a natural law 
of economtc and race development. The 
great civilized peoples have to-day at their 
command the means of developing the deca- 
dent nations of the world. These means, iu 
their material aspects, consist of the great 
excess of saved capital which is the result of 
machine production. It is proposed to point 
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oat in this chapter bow great this excess ia 
at tlie presi^nt time, bow profoundly it is 
diaturbiBg ecooomic conditions in the older ^^v 
countries^ and bow necessary to the salva- 
tion of these couDtries is an outlet for their 
surplus savings, if the entire fabric of tbe 
preaeot economic order is not to be shaken 
by a social revolution. The law of self-pr^ 
servatioD, as well as that of the survival of 
the fittest, ig ur^ng our people ou in a path 
'which ia undoubtedly a departure from the 
policy of the past, but which is inevitably 
marked out by the new conditions and re- 
quirements of the present. 

The dominant note of modern economic 
life, since the beginning' of the epoch of ma- 
chinery and of negotiable securities, has been 
saving for invostmant. Saving against the 
risks of loss and the weakness of old age has 
existed from the beginning of civilization, and 
has been accompanied by a limited amount 
of saving for increasing the means of pro- 
duction* But saving for the sake of an 
income without the impairment of the priu- \^ 
cipal isj in ita preseut extenaioUj a modem 
phenomenon. Savings had to be made, 
before the period of negotiable securities, in 
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GODBumabla cominoditiea, in land and its ieq- 
provenients, or in metal, the great store o£ 
\alue. The creation o( corporations and the 
issue of their shares in the form of securities 
afforded an outlet, toward the close of the 
last century and early in the present century, 
for savings whiuh were becoming congefited, 
because they could not be put to ready uee. 

The change in the fonn of the investment 
was only an CTolution from the great de- 
mands for capital which arose with tbe appli- 
cation of machinery to production upon a 
large scale and the discovery of methods of 
communication on land and sea by the use of 
steam. The necessity for carrying on such 
large enterprises as cotton mills, iron foun- 
dries, and canal, railway, and steamship build- 
ing by great aggregate sums of capital led to 
the conversion of the cost of the enterprise 
into divisible parts^ which might absorb the 
savings of great numbers of men. For many 
years there was an outlet at a high rate of 
return for all the savings of all the frugal per- 
sous in the great civilized countries- Fright- 
ful miscalculations were made and £:reatloaaea 
occurred, because experience had not gauged 
the value or the need of new works under all 
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conditions, but there was room for the legit- 
imate use of all BavLngs without loaSj and in 
enterprises affording an adequate return. 

The conditions of the earlj part of the 
century have changed. Capital ia no longer 
needed in escess of the supply, hut it is he- 
coming congested. The henefits of saving 
have been inculcated with such effect for 
many decades that savings accumulate he* 
yond the development of new demands for 
capital which are legitimate, and arc becom^ 
ing a menace to the economic future of the 
great induahial countries- Jean Baptiste 
Sajj the French economistj demonstrated by 
plausible reasoning that there could not be a 
general overproduction of commodities, be- 
cause the increased product of one man or aet 
of men woidd he exchanged against the in- 
creased product of the other producing classea 
of the community. But there vfas one flaw 
in this argument. M. Say based his reason- 
ing upon the premise that the man who 
produced consumed in equal ratio with his 
production. He did not allow for saving. 
Saving is the setting aside from the products 
of one^s labor or services of a portion of the 
proceeds for some other purpose than eon- 
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Biimptinn. If ever j man in tbe commcnity 
spent biH entire in<-omt! upon conaumalile 
goodsj there would be no overproduction ex- 
cept as a result of mistaken adjustments. 
There could not be universal overproduction 
until every human Wng had more than he 
could consume or enjoyn But if every man 
should undertake to set aside a fixed propor- 
tion of the products ol: his labor for some 
other purpose than cotisumption, Le would 
necessarily diminish the demand for the other 
classes of commodities which he had formerly 
obtained in exchange for his own products- 

The answer of the economist to this propo* 
fiition may he that savings, in their turn, are 
applied to furnishing the means of conaump- 
tion to laborers. This is true so long as these 
laborers can he employed upon productive 
work. But, by the hypotheeie, they must he 
employed upon some permanent work, like 
increasing the machinery of production or 
the means of communication. If these im* 
provements are necessary, they pay an ade- 
quate return, and the point of cougestiou of 
capital has not been readied. If they are 
needless daplicutions of what already exists, 
they may either fail to pay dividends^ or they 
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may divide the work and earnings oE tKe old 
macbiuery and laborers^ making their ciea* 
tion barren of benefits to tbe community. 
In either case the person making the Baviogs 
would lia,ve piofited as miitli if he Imd applied 
his surplus to the piu:ehase o£ consumable 
goods and luxuries, and the community would 
not have suffered by the employment of laboi^ 
ers lu the production of such gooda, in prefer- 
ence to their employment in the needless 
duplication of existing plant, destined to in- 
crease the inconveniences of overprod action j 
loek-outs, strikes, and eommercial convulsions. 
The famous proposition of John Stuart 
Mill that "Demand for commodities is not 
demand for labor" is true in a restricted 
sense, but, in the language of Professor Paul 
Leroy-Beaulieu, ^' has, in modern societies as 
they are constituted to-day, and with the 
enormous resources at their disposal, only 
a theoretical value." As M> Leroy-Beaulieu 
goes on to declare, *' Circulating and avail- 
able capital is exorbitantly abundant in oil 
the old and rich societies," Mill's argument 
in its last analysis comes to this — that time 
IB required between the consumption of saved 
commodities by laborers and the production 
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by them of fiDisheil goodsj and that consump- 
tion of commodities does not add to existing 
capital, TliesG two proportions are theoret- 
icallj true, but the element of time for pre- 
liminary saving" has been substaotiallj elimi- 
nated by modern conditionB^ and the evil oE 
consuming commodities without saving has 
long ceased to be a threatening one. That 
a continuous demand for consumable com- 
modities does constantly provide the capital 
for continuing their production is practically 
admitted by Mill when he says, in refeiring 
to a sudden cessation of demand for velvets, 
that the true teat of his principle is " to sup- 
pose that the change is gradual and foreseen^ 
and is attefuled with no waste of capital" 

If saving in any community no more than 
kept pace with new demands for capital which 
proved legitimate and profitable^ the happy 
situation of a coustantly progressive iudus- 
trial condition would be realized. Saving is 
applied in too many cases, however, to the 
reproduction of machinery which h already 
Biifficient and the creation of enterprises 
which do not prove productivCp A few of 
these eoterprisea may do good to the com- 
munity in the long ruOj by that process of 
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friction whicli finally brings Bound adjust- 
ments, but it can only be at the sacrifice of 
the savings of the first iuveafcors. It la the 
Tud9 process of these readjuBtments which 
ha3 lain beneath the intensity of economic 
criaea during the present century. Some of 
these crises liave beeji accompamed by de- 
luaioua growing out of the novelty o£ the 
principle of limited liability and negotiable 
securities, which have added to their sever- 
ity, but they have been due lo an increasing 
de^ee in recent years to the vain seeking for 
safe iuvestmenta which could not be found. 
The needless duplication of plant, the mul- 
tiplication of unprofitable enterpriseSj has 
flooded the market -with pioducts ivhich 
could hardly be consumed if all the means 
oE the community were applied to consump- 
tion, and which have resulted, under the ex- 
isting system of abstinence from consumption 
for the sake of saving, in a glut of goods 
which has destroyed profits, bankrupted great 
corporations, and ruined investors. 

It is the excess of saving, with the result- 
ing accumolatiou of unconsumed goods, in 
the great industrial countries, which is one 
of tho world maladies of the economic sitna- 
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tion of to-day- It lies at the root of a large 
Bliare of industrial diacontent^ and esi^lains 
more logically ilian cliangea in tbe mere 
jnecliaDism ot exchange the conditions whicli 
set io about 1870, when the great civilized 
countries firat appear to have become fully 
capitalized to meet all demands for consum- 
able goods which consumers were ivilling to 
make out of their earnings. The tvorld's 
economic history since that time — the in- 
tense industrial activity in maeliiue produc- 
tion and railroad building up t^} 1873 ; the 
long period of stagnation which followed, 
broken Only by brief periods of activity after 
surplus goods had been consumed ; the great 
accumulations of both capital and motalhc 
money ; the convulaionB attacking the great 
capitalistic countries, "without respect for 
their difEerences in tariff poUeies and money 
Btondards ; and the steady fall in the earning 
power of capital — all these tendencies point 
to excess of saved capital beyond the effec- 
tive demand of the community as their under- 
lying cause. There must always be savings 
in a progressive industrial society to repair 
tbe wear of existing equipment and to meet 
D6W demands, but under the present social 
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order it is becoming impOBsible to find at 
home in tlie great capitalistic countries em- 
ployment for all the capital saved which is at 
once safe and remunerative. 

The rapidity of savings and the extent of 
the congestion of capital in Europe may be 
judged from the stock exchange lists and 
the savings bank returns. In Great Britaiu 
the market value of the securities quoted on 
the stock exchange on June 18, 1898, was 
£3,215,414,000. In France the nominal 
and actual value of negotiable securities has 
recently been carefully worked out in a series 
of articles by M. Edmond Th^ry, the accom- 
plished editor of '' FEconomiste Europ^en." 
He shows that the market value of securi- 
ties issued by French companies increased 
from 19,000,000,000 on July 1, 1890, to 
$13^0,000,000 on July 1, 1897, and while 
one tenth of this amount was held in each 
case abroad, this is offset four times over by 
foreign securities held in France, The mar- 
ket value of all securities held by Frenchmen, 
which was $11,000,000,000, paying an an- 
nual ujcome of $480,000,000 in 1880, had 
risen m 1897 to $17,000,000,000, paying 
an annual income of $580,000,000- In this 
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form of wealth alone, therefore, there has 
been an increase of more than 50 per cent, 
m capital in seventeen years, with an increase 
of less than 21 per cent, in money earnings. 
A part of this incroaBo may he fictitious, in 
the sense that former private undertakings 
Lave been turned into stock comjjanies, and 
that some of the stock companies represent 
worthless enterprises. The essential point, 
however, is not materially impaired^ that the 
available money credits have been found 
among French Investors to absorb this vast 
amount of stock in national, railway, and in- 
dustrial securitdes. This increase, moreover, 
is a net increase in both nominal and market 
values, and takes account of the millions 
vhich have been sunk in worthless enter- 
prises, like the Panama Canal^ only at their 
capitalization and actual market value at the 
present time, and not at their issue value. 

A calculation of aU the movable wealth 
of leading European countries was under- 
taken in 1895 by the International Statistical 
Institute, under the direction of M. Alfred 
Neymarck, which covered the precious metals, 
mortgages, and savings deposits, as well as 
negotiable securities. The total was found 
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to be aboQt 185,000,000,000. M.Neymaick 
distributes this negotiable vedth among the 
various countries as follows : — 

EDglftDd £35,000,000,000 

GOTinaiij 18,000,000,000 

France 15,500,000,000 

Biun« 6,000,000,000 

Anstrift 4,500,000,000 

Tha NeOwrlftDdB 2,600,000,000 

Italy 3,400,000,000 

Belgium 1,200,000,000 

Denmark 550,000,000 

Boamama 240,000,000 

Norway 150,000,000 

In the four great investing countries of 
Fiance, Germany, Austria - Hungary, and 
Great Britain, there are more than $46,- 
000,000^000 of capital invested in negotiable 
securitieB alone — an amount neariy equal to 
forty times the bonded debt of tbe United 
States, and to $3250 for every family of five 
persons in the United States. 

The statistics of the savings banks indicate 
in some degree the manner in which the 
common people have come to the aid of the 
great capitalists in accumidating loanable 
credit. The postal savings banks alone 
showed deposits, at recent dates, in Great 
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Britain and Ireland of $500,000,000; in 
FraiiL-e, $150,000,000; in Belgium, $100,- 
000,000; in luly, $90,000,000, and in Rus- 
sia, $123,000,000. The French savings 
banks outside tlie postal service carry deposits 
to the amonnt of $050,000,000; the Swiss 
banks have $175,000,000, and the British 
trustee savings banks hare $500,000,000- 
In these few tiountries, therefore, is an invest- 
ment fund of nearly $2,500,000,000, derived 
from the oayingB of people of small means. 
In the United States the depoaits in the 
savings hanha in 1870 were $54:9,874,358, 
computed in depreciated paper money. In 
1880 the amount, upon a gold valuation^ was 
$819,106,973; in 1890, $1,524,^4,506, and 
in 1897, $1,939,376,035. Tlie amount has 
more than doubled during the fifteen years 
since 1882, when it stood at $966,797,081, 
and is equal to $26.56 for each man, woman, 
and child in the United States. 

No account is taken of the deposit accounts 
of the great discouDt banks, because they 
grow largely onfc of current commercial trans- 
actions rather than new savings. These 
accounts could not esist without preliminary 
saving, but the capital which they represent 
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Gorreaponda rather to tbe circulating capital 
whieli mamtaiiis |ki'0[luettoti than to the great 
funds which are seeldng invcfitment in new 
enterpriBcs. 

An essential question regarding thia vast 
mass o£ accumulated saving invested in ne- ^. 
gotiable securities is whether it lb put to 
profitable uae. It is growing at a rate which 
■would mean greatly increased proeperity in 
every couutryj if increase of savings were 
accompacied by increase of earning power in 
the old proportions. The statements compiled 
annually by M. Laveleye, the editor of the 
"Moniteur des Tnterets Mat^riels"6f Brus- 
sels, puts the totul issues of now securities in 
1897, including public loans, aa well as raiJ- 
way and industrial stocks and bonds, at 
Jl^SOOjOOO^OOO. Thia is considerably less 
than in 1896, when the iaaues were J3,200j' 
OOOjOOOj but the converaions at that time 
were $1,500,000,000, aa compared with only 
$135,000,000 in 1897, go that the net issues 
of new securities were not far apart in either 
year and amounted to nearly $1,800,000,000- 
The total for 1897 Inclmles $26,000,000 in 
the United States and about the same amount 
in Canada, but the bulk was European capital. 
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even where the recorded issues were in other 
countries. The applications of new capital 
to joint stock companies and security issues 
in Great Britain in 1897 were $775,000,000, 
and the issues of French Eccnrities in 1897 
were computed by " rEconomiste EuTopf^en " 
of December 31, 1897, at S;90,000,000. 

The effect of these great accumnlatioDB of 
capital was predicted as long ago as 1879 by 
Professor Leroy-Beaulieu, the eminent French 
economist, in the first edition of hia bookj 
" Sssai Bur la Repartition dea RichessesJ' He 
made tt pWn that if European laborers and 
capitalists continued to pile up savings in 
later years as they had already done up to 
diat time, the supply of loanable capital woidJ 
become so great that its earning power would 
be materially reduced. The continued tend- 
ency in this direction has been pointed out in 
a strildng manner by Professor Leroy-Beau- 
lieu himself and by M. Thery^ in the series of 
articles already referred to, and ia no longer 
a subject of dispute among European Gnan- 
ciers. The conclnsiye evidence of the pleni- 
tude of capital and the cbeapneGs of money 
is afforded by the conversions of the public 
debt which have been steadily going on among 
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the great powers. Groat Britain refunded 
ter consolidated debt in 1888, and Britisk 
eonsola now pay bat little more than two per 
cent, at the current qnotatione. France 
negotiated loans of $880,000,000 between 
1880 and 1890, moat of which were issued at 
three per cent., but were quoted at only 85 
to 91 per cent- up to 1890. Since then the 
quotations have steadily risen, unti! the real 
return in interest is summed up by M. Thery 
in the declaration that a capitalist who should 
have invested 10^000 franca in proportionate 
purcliases of the six types of Fren(;h national 
securities would have drawn from his ioveat- 
ment in ISSO an annual revenue of 380 
francs, in 1890, 355 franca, and in 1897 
only 297 francs. 

The great Prussian conversion was ope^ 
ated during 1897, and applied to $850,000,- 
000 of consohdated four per cent, securities. 
These four per cents, were quoted at 104_5, 
and the threo aud a half per cents* ^ere 
quoted at 104.2 in October, 1896. The three 
per cent, obligations issued in 1890 and then 
quoted at 86.5 reached par on July 5, 1895, 
and stood at 99.6 on October 5, 1896. One 
of the reasons for the close approximation of 
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ths four per cents- to the three and a half 

per cent, aecuritiea was the conviction that 
the government would soon proceed to the 
conversion of the former. M, Miquelj the 
Fiiisaian Minister, in announcing hiE project, 
reoolled the fact that in 1894 France had 
converted her four and a half per cents, into 
three and a half per cents. ; that Sweden, 
Norway, Luxembourg, Zurich, Saxe-Gotha, 
Wnrtemberg, and Bavaria had converted 
four per cent, into three and a half per cent, 
securities; and that Denmarkj Belgiunij Hol- 
land, Bremen, aud Berac had converted three 
and a half per centa, into three per cents., 
not to speak of the great Russian conversion 
of five per cents, into four per cents. 

Figures like these illustrate in a forcible 
manner the superabundance of loanable capi- 
tal in Europe and the small return wliicb it 
now pays to investors. The evidence that 
the leading European states, in reducing their 
interest rates, have only followed the tendency 
of commercial loans is afforded hy M. Th^ry 
in his discusfiion of railway and industrial 
securities. That the situation is on the point 
of becoming much worse for investors is in- 
dicated by the fact that not only are govern- 
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ments preparing for conversions of the public 
debt at reduced ratQS of ioterest, but some of 
the railways and induatrial societies nre pre- 
paring to pay off their obligations and narrow 
the field of possible investment. The leading 
railway companies of France axe beginning 
to issue obligations at two and a half per 
cent.^ which are atill quoted a little belov 
paij but which, after the deduction of the tax 
upon corporation earnings and the tax upon 
transfers, pay a net return of only 2,44 per 
cent, a year. Of the French railway obhga- 
tiona 121,525,000 fraucs mature in 1900, 
167,205,200 francs in 1910, 216,214,000 
in 1020f and larger sums during the tliree 
succeeding decades. 

This congeatiou of capital in Europe fol- 
lows a distinct economic law. This law, oa 
worked out by the eminent Austrian econf> 
miat, Br»hm-Bawerlc, applies to the eamingg 
of capital the law of diminishing returns. In 
other words, capital becomes less productive 
in earning power where it is abundant, be- 
cause less productive use can be found for 
the excess above a certain limit. And it is 
this excess which fi^es the rate for all. In 
the language of M. Leroy-Beaulieuj ''The 
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GircuniGtance vhioh most induencea the rato 
cf interest in civilized countries, where capital 
is generally sought and loaned for productive 
vorka, is the average productiveness of capital 
Dewly fonned and the prospect o£ productive- 
nesa of capital which is available." Saving 
has reached a point in old countries where 
the offers o£ capital have almost exceeded the 
effective demand, and the owners of capital 
are bidding recklessly against each other for 
the purchase at high premiums of the evi- 
dences of the public debt and other unques- 
tionable securities. 

A remarkable proof that this great ac- 
cumalation of capltul is to a large extent 
doubling upon itself by dupHcating the ma- 
chinery of production, without subatautial 
benefits to the community or even to investors, 
is afforded by the statistics of the French tas 
upon the income of ne^otiahlo securibies. An 
article in "TEconomiste Frangais" of May 
21, 1893, calls attention to the fact that the 
product of this tax, it the rates had been 
uniform, would show no appreciable increase 
for the past fifteen years. The rate was 
changed from three to four per cent, in 1891, 
so that the gross yield was increased, but the 
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product of €ach one per cent, of the tax waa 
16,075,000 francs 10 1883, and only 15,737,- 
000 francs in 1896. This tas ia levied upon 
the dividends paid upon negotiable securitieB. 
If the fact that the yield of the tax had 
not increased were considered by itself, it 
vould indicate that the increased savings of 
the French people and their large investments 
in negotiable securitiea for the past fifteen 
years had been absolutely barren of increased 
earning power- In other words, the super- 
flnity of capital has so reduced dividends 
that all the additional savings of half a gen- 
eration have no more than offset the effect 
of deelining interest rates. This calculation 
isj of course, subject to qualification, by 
reason of large investments by Frenchmen 
in foreign securities which do not pay tliis 
tos, and by reason of the redaction in the 
prices oE commodities, which increases the 
purchasing power of the dividends e^rned- 
Bnt even with these qualifications, there could 
hardly be a more striking demonstration of 
the barrenness to the investor of the vast vol- 
ume of modem savings and the maimer in 
which the increase in volume accentuates the 
difficulty of sufficient savings to afford pro- 
ductive dividends. 




as THE UNITED STATES IN THE ORIENT 

TLg restlesBntiss of c^pitiil under diminished 
earnings has been illustrated in many ways 
daring tte last few years. In every great 
capitalistic country there is an eager readiing 
out for new investments^ which is sometimes 
"willing to assume great nske rather than 
accept small returns. Germany, which was a 
comparatively poor country until within the 
present genGradon, is expanding greatly her 
foreign invostments, in spite of occasional 
deficiencies of circulating capital at home. 
The proof that German capital is finding its 
way all over the world is found in the exten- 
sion of German banksj of which there ia one, 
with a capital of 10,000,000 marks ($2,500,- 
000), ia Brazil ; one with head ofEees at 
Buenos Ayres and Valparaiso, with a capital 
of 20,000,000 marks ; one at Shanghai and 
Calcutta, with a capital of 15,000,000 marks; 
and the German Bank of Chile, at Valpa- 
laiso, with a capital of 10,000,000 marka. 
Germany is interested in the Brazilian Kail- 
way of Minas, with a capital of 62,000,000 
marks, and in the railways of Anatolia (which 
are almost wholly owned in Germany), with 
a capital of 26,720,000 marks and loans of 
68,340j000 marks- German capital is also 
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largely invoBted in breweries, paper mills, 
8oap factories, textile mills, and machine ahops 
in the UDitetl States. 

Even Scotland, the example foi nmiiy 
years of cona&rvatiam in banking and invest- 
ments, has felt the pressure of the lov returna 
upon saved capital in recent years. The 
Scotch incoTporatfid banks gave notioa on 
October 1, 1892, that after that date the 
allo\?ance of interest on creditor balances of 
current accounts would be discontinued, Thm 
did not apply to distinct deposit accounts, but 
the rate on these vos then only one and a 
halt per cent., and was reduced in Jauuaryj 
1895j to one per cent. The congestion of 
capital in Scotland had already led to large 
transfers of money to Australia, and -when 
the crisis of 1893 occurred in that conntry, 
about one third of the deposits of £153,000,- 
000 were owned in Great Britain, chiefly in 
Scotland, and had been deposited in the 
Australian banks because of the liberal rate 
of interest paid- 

Thc present sitoation in regard to saving 
is not absolutely novel in the world's experi- 
ence. The Florentine cities fuund capital 
accumulating on their hands beyond the 
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capacity for ite safe employment, and were 
compelled to make precarious loans to foreign 
Hogs, Holland faced a cotigestion of capital 
in tJie days of her great maritime supremacy, 
when money sought investment in vain at 
two per cent., and the wild folly of the tulip 
mania illustrated the tendency to £poculn,tion 
■which such conditions foster- England was 
afBicted with such a congestion of capital in 
the early days of the Stuarts, when prosperity 
and commercial greatness began to afford 
small business savings to Englishmen, and 
Again in the middle of the last century^ when 
three per cents- were quoted at 107. Iei each 
of these eases the world was far from rich, 
and eavings could not hQ said to exist in 
excess in the sense that there was more than 
enough for all. But the qiieatiou of cou^ 
gested capital is a practical one and not a 
sentimental one- The few who then saved) 
the many who save now, will not hand over 
th^ whole savings to the needy, except 
nnder compulsion of taxation, or under the 
cruel stress of an economic crisis which wipes 
out dividends and shrivels the value of in^ 
vestments. 

There are three important solutions of 
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this enormous congeation of capital in ex- 
cess of legitimate demand. One of these ia 
the socialistic solution oE the ahandooment 
of gaving, the application of the vhole earn- 
ings of the laborer to curreDt consumption, 
and the support of old age out of taxes 
levied upon the production of the commu- 
nity. It will be lon^ before this Eolutioa vfUl 
be aocepted in a comprehensive form in any 
modern civilized state. The second solution 
is tbe creatiou of new demands at home for 
the absorption of capital. This has occurred 
at several previous stages of the world's his- 
tory, and is likely to continue as long as 
human desires continue expansible. But 
there has never been a time before when the 
proportion of capital to be absorbed was bo 
great in proportion to possible new demands. 
Means for building more bicycle factories 
than are needed, and for laying more electrio 
railways than are able to pay dividends, have 
been taken out of current savings within the 
last few years, -without producing any marked 
clicot upon their amount^ and without doing 
more, at the most^ than to stay the downward 
course of the rat^ of interest. Aside from 
the waste of capital in war, which is only a 
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form of consumption J tliere remaiusj there- 
fore, as the final resource, the equipment of 
ue^ countries with the means of pruductiou 
and exchange. 

It is in the countries which Lord Salisbury 
describoB os deoayiug that the means for the 
employment of new capital muat be found, 
Western Euiope and the Atlantio coast of 
the United States, with many of the interior 
States, are already fully equipped with the 
neceasaxy means of production and commu- 
nication. There remain many improrementa 
of a permanent character capable of being 
made in the luxuries o£ living;, but they are not 
in the nature of additions to the machinery 
of production and exchange. Such e,u im- 
provement, for instance, would be the aboli- 
tion of grade orosainga by costly tnnnela and 
bridges where the improvement obviously 
would not pay for its^lf^ but was rendered 
possible out of the abundant surplus savings 
in the form of earnings of the railway or the 
State. These improvements are very desir- 
able additions to the accumulated comforts 
of a community, but their creation is esfien- 
tiaUy in the nature of the employment of 
capital for oonsumption where they have no 



ECONOMIC BASIS OF IMPERIALISM 27 

visible and appreciable effect upon earning 
capacity, ratber than its employment as an 
investment- A railway whicb saw tit to 
employ a large surplus of eaminga in such 
LmprovementB would be pursuing the same 
course aa an individual who applied his anrplua 
to tbe purcbase oi valuable works of art and 
jewels. They would botb have a permanent 
character, but not a productive character, 
Tbe railway would not issue new interest- 
bearing securities for sale to investors for 
Buch purposes, and the individoal would not 
borrow the savings of others and pay interest 
upon tbem, in order to add to his personal 
luxories. 

Fop tiie means of finding new productive 
employments for capital, therefore, it is ne- 
cessary that tbe great industrial eountriea 
should turn to countries which have not felt 
the pulse o£ modern progresE. Such conn* 
tries have yet to he equipped with the 
mechanism of production and of luxury, 
which has been created in the progressive 
oountrics by the savings of recent genera- 
tions. They have not only to obtain build- 
ings aud machinery, — the necessary ele- 
ments in produciag macbine*^made goods, — 
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but they have to buUd their roads, drfiin 
their marshes, dam tlieir riversj liulld af[ue- 
ducts for their water supplies and sewers for 
their towns and citiea. Aaia aud Africa are 
the most promiaing of these countries. Japan 
has already mfule her entry, alniost like 
Athene full-armed from the braiu of Zeus, 
into the modern industrial world. The in- 
creased capacity of her people for produc- 
tion, giving them, increased command over 
the products of other peoples, is producing 
itfi natural efEeot in the rise of wages and 
increased importations. China, Siberia, and 
the klanda which have languished so long 
under Spanish inertia, are likely to follow, 
perhaps with more halting stepsj in the foot- 
steps of Japan, The opening of railways and 
canals will afford employment for the masst^ 
of capital piling up in Europe and the United 
States, which will be profitable if the met- 
chandise is found to feed the new means of 
transportation. Existing commodities now 
imported from the interior of these countries 
at great cost will be swept on paths of steel to 
the sea-coaf»t, witli the result of reducing their 
cost, increasing their consumption, and bene- 
fiting at once both producer and purchaser. 



I 



ECONOMIC BASIS OF IMPERIALISM 29 

The United States cannot afEord to adhere 
to a policy of isolation while other nations 
are reaching out for the command of these 
new markets. The United States are still 
large uGers of foreign capital, but American 
investora are not willing to see the return 
upon their investments reduced to the Ea- 
ropean level, iDtereat rates have greatly 
declined here within the last five years. 
New markets and new opportunitiea for in- 
Teatment must, therefore, be founds if surplus 
capital is to be profitably employed. 

In pointing out the necessity that the 
United States shall enter upon a broad na- 
tional policy^ it need not be determined in 
just what manner that policy shall be 
worked ont. Whether the United States 
shall actually acquire territorial possessions, 
shall set up captain-generalsliipa and garri- 
BOua, whether they shall adopt the middle 
ground of protecting aovereigntiea nomi- 
nally independent, or whether they shall 
content themselves with naval atationa and 
diplomatic representatives as the basis for 
asserting their rights to the free commerce 
of the East, in a matter of detail. The dis- 
cussion of the details may be of high im- 
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portance to our political morality aod our 
historical traditions, but it bears upoo tbe 
economic side of the question only so far aa 
a given political policy is necessary to safe- 
guard and extend commercial interests. The 
writer ia not an advocate of '* imperialism" 
from sentiment, but does not fear the name 
if it menus only that the United States shall 
aBBert their tight t^ free markets in all the 
old countrieB which are being opened to tbe 
surplus resources of the capii:3JistiG countries 
and thereby given tlte benefits of modern 
civilization. Whether thi^ policy carries 
with it the direct government of groups of 
half-savage islands may be a subject for ar- 
gument, but upon tbe economic side of tbe 
question there is hat one choice — either to 
enter by some means upon the competition 
For the employment of American capital and 
enterprise in these countries, or to continue 
tbe needless duplieation of eristiug means of 
production and communieatioDj with the glut 
ol unconsumed products, tbe conviJsions fol- 
lowed by trade stagnation, and the steadily 
declining return upon iuvestments which a 
negative pobcy will invoice- 

The entry of the United States upon the 
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competition for the world's markets means 
some radical changes in their existing pol- 
icjs but it means an enlarged ahare in the 
world^s earnings and in the respeet of other 
eivillzed states. The aystein of protection, 
whatever its original merits, will lose its im- 
portance when the producers of thia country 
are ahle to compete in the markets of the 
world with tbe producers of all other conn* 
tries. Great Britain has blazed the path of 
future economic achievement hj declaring 
her willingness to open the gates of every 
country which she enters to the free com- 
petition of the world. The United States, if 
they would have her by their side, must fol- 
low the same course. The narrower policy 
pursued by France and RusBia, of endeavor- 
ing to shut up their colonies to their own com- 
merce, ifi only a repetition within a slightly 
extended wall of the old policy of building 
up trade, which should be reciprocal, by en- 
deavoring to destroy the purchasing power 
of one's purchasers. Such a policy cannot 
ofFset the effects of congested capital, for it 
only intensiites within the protected wall the 
intensity of competition, and shuts up the 
producers to the barren contest against each 
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other befors tte eame body of consumerfi, 
Fictitious premiums set upon particular in- 
dustries only make their last state worae 
tbaa tbeir first by drawing capital into such 
industries in excess of the requirements set 
by the natural laws of trade. 

It is not even necessary to argue the ques- 
tion whether "trade follows the flag," or 
whether trade can be achieved without the 
prestige of political power. The present sit- 
uation in China is anch as to call for energetic 
political action on the part of all powers 
which deaite to obtain new openings for their 
OomTnerce. Russia, Gtennanyj and France 
have seiz:ed stations and large tract^s of terri- 
tory in Chnia^ with a view to enforcing tht;re 
their restrictive policy of shutting up the mar- 
ket to their own people. It ia necessary, if 
the United States are to have an unimpaired 
share in the new trade of Asia, that they 
should piotest against this policy of exclusion 
and seek to limit the area over which it is ap- 
plied. Great Britain stands before the world, 
as she has done since the days of Hualdsson 
and Feel, as the champion of free markets. 
The United States, if they are not to be 
excluded from A&ia, must either sustain the 
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policy of Great Britain, or they muet follow 
the narrower policy of tte coDtinentnl coun- 
tries in carving out a market of their own. 
Silent indifFereDce to what is going on in 
Asia is not merely a qneation of political and 
naval prestigo, or of territorial eKtcnGion, It 
is a qiiestioQ whether the new markets which 
are being created there shall be opened to 
our commerce in any form under any condi- 
tions, and nothing but vigorous assertion of 
American interest in the subject will prevent 
die obstructions to the natural course of trade 
which will follow the division of Asia among 
the exclusionijt poweie of the European con- 
tinent. 
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Whex Czar Nicholas !!> reCGntlj deter- 
milled to propose to Europe tlie modifcatdon 
of great armaments m the iDterest of the 
peace of the world, he acted from the far^ 
sighted motives of public policy which have 
governed the economic mcasureQ of the Kua- 
fiian government for manj years. The leaders 
of Russian political thought evidently reached 
the conclusion that Bussia only needed relief 
from the heavy harden of taxation necessary 
for maintaining her great armies, to place 
her in the front rank among the industrial 
nations of the world. Thoy have been for 
many years directing the steps of the empire 
in this direction, with a singleness of purpose 
and a continuity of policy which are rendered 
possible by the absolute form of the Russian 
government. To many Americans the Rua^ 
sian Erapire etill represents a half civilized 
state, peopled by the oppreBsed victims of a 
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military tyraany in the older portions, and 
given up to barbarian hordes and army out- 
posts in the provinces east of the Ural Moun- 
tains. Whatever warraDt for this conception 
may have existed in the past, it ig rapidly 
ceasing to be true. Eussia is organizing the 
machinery of her economic system in a man- 
ner to make her the early and dangerous 
rival of the great indnBtrial nations. M. de 
Witte, the Minister o£ Finance, furnishes the 
key of the present policy of the Russian 
government in the declarations of hia last 
annual report to the Czar : — 

'' Tbe principal support of tbe ecoDDtnic an<l finani^ial 
proetperit^ of Suseia corsietB in the traditional policy, 
pa.pific m\d juHt, at hpp HovGreTgiift. The principley ba- 
qiieathed bj tLe latpe Emperof Aleiandur III' and the 
eincGTe spirit of pDooo wiiich animatcQ yoar Majeatj- 
aro guarantees that, in the faturo, ae in the past, tha 
forei^ poliiij of Roaaia will be esempt from every 
ftggreaaive diapoaition towards other fltates, with the 
vipw to the promotion of tho well-baing of our coontty, 
and that from this source our economic and finansial 
system stiall be menaced with ao danger-" 

Whatever may be thought of the sincerity 
and truthfulnosB of this analysis of the for- 
eign policy of Russia, the statement of the 
end to he songht — fchd care of the economic 
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future of the country — is tnitbfiil and aig- 
uiGcant. M. Arthur BaSalovich^ the accom- 
plished financial agent of the Russian gov- 
ernment in Farig, in his valuable animal 
volume on the financial development of the 
world, ^'Le March^ Financier en 1897-8," 
deolarea that the economic life of Bnssia has 
become the centre around irhich coDTerges 
all the care of the goyemment, the interest 
o£ the public, and the attention of foreign 
observers. " The country develops and 
concentrates its forces, and thus is a,hle to 
accomplish the numerous reforms in other 
domains of Russian hfe, o£ which the need 
has long been felt." 

This is acorroct diagnosis of existing con- 
ditions in Russia, The ^^hole energy of the 
state is being bent to the creation of a nation 
capable of competing in the field of manufac- 
tures^ industry, commerce, and credit with the 
great Western nations and with the United 
States. Remarkable progress has been made 
towards this end. The present economic 
system oi Bassia is eminently paternal, but 
finds excuse in the comparative infancy of 
the nation in matters relating to commerce 
and credit. That this system has its evils, 
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and leads tlie promoters of new projects '' to 
coosider the treasury of tbe state as an inex- 
haustible reservoir " for aiding their plaos^ 
ia admitted by M. de Witte ; but it Beema for 
the moment to be the most efficient policy for 
equipping Russia with the means for entering 
upon the competition for political and com- 
mercial supremacy with the other industrial 
nations of the world. 

The absence of paihamentary iDstitutionB^ 
in Bpite of its lateut evils, gives force, direct- 
nesB, and promptness to every measure de- 
eded upon for tho development of the coun- 
try. In a democratic state, it is necessary to 
convince the majority of the people before 
any great reform can be aeeompliehed- In 
Russia, it ia necessary to convinee only the 
Czar and the Council of Ministers, which is 
made up of men txfiined for £tateeraft and 
undeterred from following their ecoQomio 
convictions by the exigencies of party poli- 
tics. The leading stateamcD of Kussia are 
educated in the best schools of economics of 
Franco and Germany, they usually serve the 
atate for many years when their services are 
efficient^ and their combined experience and 
wisdom is applied to the important problems 
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■with whicli the government has had to deal 
in niising Kussia fi-om the condition of feu- 
dal times to a rank among civilized powers- 
There have been, within the limitB of a little 
more than a generation, two atriking illustra- 
tions in Russia of the difference hetween the 
power and efficiency of an absolute govern- 
ment in dealing with serious national pro- 
blems, and a government where it is necessarj 
to convince s. majority of the people before 
action can be taken. 

These two illustrations of the directness of 
the Russian government in proceeding toward 
an object, det«nrdiied after consideration to 
be a desirable one, are of special interest to 
Americans, because they run parallel with 
two of their own great problems of the same 
period — the abohtion of slavery and the 
restoration of order to the currency system- 
Rusgia hberated the serfs by a ukaao of the 
Czar, at almost the very moment when the 
States of the American Union were plunging 
into civil war upon the same subject. She 
resumed specie payments upon the gold stand- 
ard in 1897, after a series of well-considered 
steps which have made her currency system 
one of the most eeoure in the world. Each 
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of these measures was earned out ivithm a 
few years after the []lana were matui-eclj 
without bloodshed or popular upheaval, or 
paralysis o£ industry and credit. 

While the final steps were being taken for 
the liberation of the serfsj upon a basis which 
compensated the owuersand set the liberated 
class at once upon the footing of responsible 
property-owning subjeL'ts^ the great liepublic 
of the West was fit^htinjr a costly civil war, 
whose result waa the liberation of the servile 
race, but without providing homes or a future 
for its members. A generation later, when 
tite Kussiau Minister of Finance was calmly 
proceeding by auccessivc steps to plant the 
credit of Kussia upon an unassailable basis, 
the American Union was again tora with di»- 
sensions, banks were failing, industry was 
paralyzed, and Congress was sitting in extra 
session to undo the financial blunders to 
winch the clamor of special interests and 
political cowardice had led a few years before. 

The liberatioa of the serfs was conceived 
by Alexander 11. soon after he succeeded to 
the power of Nicholas I- When the time 
came for action, in November, 1857, he issued 
a decree authorizing the Lithuanian nobles 
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to form comiuittees "to Improve the condi- 
tion of the serfs-" He calmly assumed^ in 
epite of eome oppoaition on the part of the 
landholders, that they were favorable to re- 
fomij and followed up his policy in Lithua- 
nia by giving GimiUr authority to the nobles 
in other provinces. A declaration in 1858 
defined the principles of his plan^ by which 
the peasants were to buy their houses and 
gardena, with land in addition sufficient for 
making a Hving, and were to be aided in the 
purchase by advances from the governiucnt 
to the landholders. A uhaee of February 
19, 1861j — the Russian proclamation of 
emancipation^ — crowned the preliminary 
work and declared the abohtion of serfdom. 
The details of the financial operations by 
which this great reform was accomplished 
were set forth in a recent number of that in- 
valuable mine of Russian statistics^ the '' Bui* 
letin Eusse de Statistique Finauci^ et de 
Legislation." The indemnity allotted to land- 
holders on account of the serfs from 1862 to 
1891 reached the sum of 892,139,163 rubles 
($450,000,000). Of this amount the gov- 
ernment retained in various years 316,763,- 
718 rubles to offset mortgage loans made to 
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the landtolderSj and issued the remainder in 
5 and 5^ per cent, inteiest-bearm^ securitioa. 
The number of lota of land awarded to the 
serfs was 9j239,7 52, and the principal charged 
agamst them over a period of thirty years 
waa 886,340,871 rubles. The a^:regate 
amounts thu3 charged, iocluding interest, 
from 18G2 to 1891, were 1,040,167,863 ru- 
bles^ and the amounts collected over the same 
period were 1,000,307,140 rubles ($520,000,- 
000). The land was taken in many cases by 
associations of the serfs, which afforded a 
guarantee for payment, and left the que&tion 
of iudividual distribution to local assemblies. 
This great work waa not without incidental 
blunders and compbiinta, but it was accom- 
plbhed without shock to the economic system, 
and has left the former serfs in no such po- 
sition of irresponsible isolation as the emanci- 
pated race in the United States. The relative 
cost of the liberation of the serfs in Russia 
and the war for the preservatioa of the Union 
in the United States stands in the relation of 
about $500,000,000 in the case of Russia to 
$6,844,571,431 in the case of the United 
States,* Professor Seignobos, in his recent 
^ This is the compatation cS Profeasor Albert S. BoUei 
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'' Political History of Contemporary Europe," 

after referring to the difficulties growing out 
of the Htnall lots awatdeil to the ^rfs and tlie 
high valuation of the land in certain ca&ce, 
Baya; — 

*^ Tbe cmancipatiuTi of tJte surfs tranafonned RiiBsinn 
Hocic^. In giving to the masj4 of the popcliitifjD legal 
liberty and tho ocImiiiiBtriLtioi] of thoir local (commuiial) 
afTnii^, it [ms mikde of Raeida a taadern nation. It 
pTBiKired ber to deliver herself from liablta of jirbitrati- 
nceo, aarvility, and lazinosa, producod bj the long prac- 
tJcG of Hcrritudef and assuied htr the I^gal oonditiong 
at {jfivabi eiit^riintto and regular public admiuistratiuD. 
EcoaonuQ progress Traa marked, after tho death of 
Alexander II.. by tha utcreaBe in the awa of coltivated 
landdr in the price of land, in tlio yield of Lbe lay«h, in 
the vaLao of expoHiB, and by the improTement in the 
peasant's tnaonar of life." 

The same energy and directness of action 
marked the measures taken to catablisL the 
gold standard wliick marked the plan for the 
liberation of the serfs. The accumulation of 
a gold reserve went on for many years under 
the management of far-sighted and highly 
educated nnniKter.s of finance, hut the actual 
resumption of specie payments "waa delayedj 
first by the Crimean War and then by the 

(Financial Hittonf p/ tke United Slates, iU. 244), including 
9437,741,102 for army poasioDS to Jane 30, ISTD. 
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TTar with Turkey in 1877. When the gold 
reserve of the Treasury and the Imperial 
Bank had risen on Jtumnrj 1^ 1895, to about 
$500,000,000, M. Je WiUe, the Minister of 
Knanc95 laid before the Czar a carefully 
matured plan for giving a fixed Taluc to the 
ciicutating paper money and gradually reach- 
ing the free interchange of gold and paper 
at the bant. From the beginning of 1895 
to the beginning of 1897, a period of two 
years, successive decrees were issued, which 
gradually accomplished all that tho ministry 
had planned, and placed tho Russian Empire, 
without disturbance to vested righta or busi- 
ness interests, among the gold standard na- 
tions of the world. 

A national three per cent- gold loan was 
issued for reimbursing to the Imperial Bank 
a part of its advances to the Treasury ; gold 
contracts were authorized; special gold ao- 
counta were received at the bank and gold 
check-books issued ; gold certificates were 
issued and made legal tender for pnblie dues ; 
693,000,000 rubles ($350,000,000) in gold 
was paid out during 1896 by the Treasury 
and the bank; a fixed exchange value was 
^veu to the paper ruble ; and gold coins were 
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provided for at the new rate of exchange. 
Gold is now freely* paid for notes at the bank, 
and the gradual contraction of the note cir- 
culation, with the increase of the gold funds 
to $600,000,000, has bcreaaed the gold 
above the amount of the outstanding paper 
and given tlie t^otes of the Bank of Gussia 
the character of gold certificates. The eflfect 
of these mcasurea waa discussed intelligently 
bj the leading financial journala and aroused 
some differencea of opinion, but there was 
no attempt to inflame the prejudice of the 
mafises against the policy of the government j 
there were no windy demagogues stumping 
the provinces declaring that " the gold stand- 
ard is a coQspiracy against the human race." 
Scant attention woiild have heen given to 
such orators by the absolute government of 
Gnssia, but intelligent diecu^aion by respon- 
sible economic students was cordially wel- 
comed and carefully weighed in the councils 
of the Czar. 

The part which Russia has been playing 
siiico the early eighties as a grain-producing 
country is well known on the world's ex- 
changes, and will be passed over here for a 
few references to her growth in more highly 
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organized industrids* It is worth notmg, in 
paasing, that in the production of petrolenm, 
Bussia has become within a few years a seri- 
ous competitor of the United States. The 
production of 1881 was 663,001 metric tons 
against a production in the United States of 
4,612j600 such tons, the part of the United 
States in the production of the two countries 
being 874 in 1000- The production of 
Buasia increaaed to 3,183,118 tona in 1888, 
while that of the United 8tates remained aub- 
fitandally unchanged. Both countries have 
advanced with rapid strides during the suo- 
ceeding ten years, but Bussia is now practi- 
cally abreast of this country in tlie production 
of the world's supply. The latest complete 
BuBsian figures were those of 1895, when 
the production of the United States was 
8j83i5jl81 metrit! tons and of Russia 7,056,- 
537 tons ; but the single district of Baku in 
1896 and 1897 almost equaled the entire Bus- 
sian product of 1895 and greatly exceeded 
that o£ 1894- 

The most striking evidence of the entry of 
Busaia into the list of competing cQpit&Ustic 
countries ia afforded by the incorporatiou of 
stock companies in recent years, A recent 
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number of the "Bulletin RuE&e de Statis- 
tdque " brought the list of miniug, metal- 
workiDg^ naphthaj and salt compames down 
to Juce 14j 1898. The whole number of 
such corporations constituted under Kusskn 
laws was 205, with an aggrcg'ate capital of a 
little more than 500,0(XJ,00(J rubles (SSGO,- 
000,000). Of this number 125 compaoiea 
have been constituted since January 1, 1895, 
and these include nearly all of the companiea 
with large capitals, ranging from 18,000,000 
rubles downward. This is only a part of the 
lifit of Kufisian etock companiGs, Banking 
and credit societies are in opcmtioii to the 
number of 548, with a subscribed capital of 
285,211j356 rubles, escliisiv© of the Imperial 
Bank and its many braDches. There are 
293 corporations devoted to commerce and 
public works, life insurance, navigation, gas, 
and electricity, with a subscribed capital of 
176,124,144 rubles. There are ako 536 in- 
dustrial corporations, with a capital of 5J16,- 
550,501 rubles. The 1377 coritorations, 
with an aggregate capital of 1,058,886,301 
rubles ($550,000,000), include all those pay^ 
ing the tax of five per cent, upon net profits, 
and the net profits reported averaged 13.06 
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per cent,, running as high as 16.9 per cent, 
in the case of the discount banks, 36, S per 
cent, in the case of the food societies, and 
to even liigher figures id the case of certain 
special industries. 

A statement of all the business enterpnses 
subject to the patent tax (or business hcense) 
in 1895 sho^B transiLutionti amounting to 
8,739,087,700 rubles ($4,500,000,000) for 
'wholesale enterprises, with profits of 316,- 
547,450 rubles ($1(30,000,000), and transac- 
tions of 955jO51,900 rubles ($490,000,000) 
for retail enterprises subject to the tax, with 
profits of 102,212,680 rubles ($53,000,000). 
The figures of the total tmnsactions or re- 
ceipts of various companies include about 
$1,700^000,000 on account of the money 
paid into banks in the course of current trana- 
ac^tions, but even if this amount is deducted, 
a total industrial activity, important enough 
to be Bubject to tas, amounting to $3,250,- 
000,000, represents no small Yolume of busi- 
ness for a country whose economic develop- 
ment is so recent as that of Russia. AH 
these figures, moreover^ are takon from the 
tax returns for 1895. The growth of eco- 
nomic activity since that time has enormously 
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increased the number o£ corporations, the 
volume of transactions, and the collections 
on account o£ the governraent. The reve- 
nue collected from the patent and additional 
taxes increased from 28,934:, 339 rubles 
($15,000,000) in 1887 to 42,760,721 rubles 
in 1895 and 48,167,400 rubleg in 1898. 

The deTelopment o£ Kuasia as a manufac- 
turing and capitEtlistiG country is raising 
there the same industrial questions which 
have arisen in Great Britain, France, Bel- 
gium, Gennauy, and the United States. The 
Russian labor laws did not regulate until 
recently any work except that of children, 
youths, and women, and the relation between 
the laborer and his employer* A step io the 
path of other industrial countries was taken 
by the law of June 2, 1897, whieh fixed defi- 
nite hours of labor for adult males. Tbe law 
was granted aa much to meet the wishes of 
large manufacturers, in order to meet the 
competition of establishments having an ex- 
cessively long day, as in response to the 
demands of the laboring men themselves. 
Tbe working day !s stOl long, but the sys- 
tem of lindtation which has been put in 
operation is likely to be continued, with the 
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increased productive power of the laborer and 
tlie iDGrease of his earniDgs, imtil tke Euss!an 
factory hand stands upon a level with his 
fellow in Western Europe and America. The 
law of June 2 extended the regulations re- 
garding the inspection of labor and contracts 
with labor^ra to the whole of European 
Russia and Poland. The number of inapec- 
tors of labor was increaGed from 151 to 171, 
and the labor laws were extended to all 
cstabliBhrnents which employ sinteen or more 
skilled laborers* 

Technical education is finding a large place 
in the policy of the Russian government. 
There wore twelve higher technical schools in 
the country in 1896, containing 5916 pupils. 
Schools of commeree were opened in 1897 
under a law of April 15, 1896, at Kiew, 
Odessa, Varaovia, Moscow, Kharkow, Nijni- 
Novgorod, St. Petersburg, and Lodz, A 
school of navigation has just been opened at 
Odessa, which is retMjmmended by the United 
States consul for imitation in this country. 
Professional primary schools were opened in 
many other towns, and agricultutal schools 
and schools of horticulture in the farming 
provinces of both European Russia and Si- 
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beria. Projects o£ law were recently under 
consideration by the Department of Finance 
for the revision of existing legislation on 
stock companiee, the creation of corporations 
for popular readings and libraries, a new 
code for commercial paper, the regulation of 
weights and measures, the reduction of duties 
upon agricultural machincrj and Tnanure, 
and a new classification of the octroi charges 
in cities. The tariif rates on agricultural ma- 
chiutry were reduced in 1893 and 1894, and 
the value of the imports of such articles rose 
from 2,644,230 rubles in 1888 to 5,286,954 
rubles in 1896. 

One of the best tests of the economic pro- 
gress of a nation is the estent and flexibility 
of ita system of credit- The deposit and 
check syHtem has not attained the develop- 
ment in Russia ^hieh it has attained in some 
other eommereial countries, but is gaining 
ground at a remarkable rate. The discounts 
at the Imperial Bank were 132j57Sji'^30 ra- 
bies on October 23, 1898, esclusivs of the 
accounts at the branches,' and the deposit 

3 The ftmount on JaDtjaty 1, 1000, vw SS6,803,030 ru- 
blea, biat A piitt of thig incrfnaa was probablj due to ttie 
eifoita of tho bruik ta support credit after the crlais uf tlie 
preoedingaotaoiD, BJiddoesnotrepreseatA nunuid giuwtL. 



nUSSIA AS A WORLD POWER 



51 



N 



^ 



accounts included 61,918,009 rubles payable 
an demand to individuals and 84^531,iJ07 
rubles to tlie account of other bankers, credit 
societies; and industrial and commercial cor- 
porations. Privatd commercial banks are rap- 
idly obtaining a footing in Kuatiia. Tbere 
were forty suck institutions in 1897, of wbicb 
nine were at St. Petersburg, witb a capital 
and surplus of 119,000,000 rnblea ; four at 
Moscow, witb a capital of 36,300,000 rubles ; 
and tweuty-aeven iu tLe proviuues, witb cap- 
ital and surplus of 86,300,000 rubles. The 
deposits in tbese forty banks on October 
10, 1897, were 476,800,000 rubles ($240,- 
000,000), an increase of 86,700,000 rubles 
witbin a year. The deposits at St. Peters- 
burg amounted to 219,000,000 rubles, and 
at Moscow to 117,600,000 rubles. 

Tke statutes of the Baok of Riissitt were 
aubjected to a complete revision in 1804, and 
the new statutes, promulgated on June 24, 
1894, declared tbe purpose of the bank to be 
'Ho facilitate, by means of credit for sburt 
terms, tbe movement of commerce, and to 
promote tbe success of national industry and 
agricultural production." Besides tbe usual 
provisions for loans npon commercieJ paper^ 
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the bank iffas authorized 'within carefully 
guarded limits to make advances on agricul- 
tural products and industrial material. The 
maximum loan for induBtrial eDterpriees is 
5O0jO00 rubles, and for a retail merchant 600 
rubles. The maiimum term for loans for 
material is three yearsj but periodical pay- 
ments are required when the term exceeds 
&is months. The bank is authorized to ac- 
cept, as security for loans to small farmers, 
peasants, and mechanics^ the guarantee of 
the provincial assembliG^, mutual credit soci- 
eties^and individuals chosen from among the 
inhabitants of the community who arte satis- 
factory to the bant. The government made 
advances to the peasants of some 90,000,000 
rubles during the famine of 1892 and the 
customs war with Germany in I89Jj "which 
■were repaid only in installments over a con- 
ddcrable period of time. 

Popular bauka for assisting peasants and 
mechanics of small means are rapidly spread- 
ing over Russia. The be^nning of 1897 
found 720 of these associations in operation, 
of which the 608 making complete returns 
counted 218,100 members, with deposits of 
9,200j000 rubles. A congress was held at 
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Moscow in March, 1898, for the study of 
questions relating to the extension o£ small 
credits^ aad to cortsider a plan for a central 
bani for supporting the rural banlcB;, as in 
Germany and Austria. The growth of the 
Russian savings deposits has been phenome- 
nal in recent jears. The balances due depos- 
itors wore only 9,054,648 rubles ($4,600,000) 
in 1880. This rose in 1890 to 147,042,901 
rnblea, and in 1895 to 377,165,352 rubles. 
The latest available report, gr'^^^^ ^^ deposits 
at the end of August, 1898, shows balances 
o£ 508,512,000 rubles ($260,000,000) dis- 
tributed among 2^675,536 separate accounts.' 
Ad analysis of the accounts was published 
in 1898, which showed that on January 1, 
1897, the farming population had on de- 
posit 66,437,000 rubles; mechanics in the 
cities, 33,288,000 rubles ; factory employoea, 
12,076,000 rubles; merchants, 34,588,000 
rubles ; and domestics, 29,829,000 Tubles. 
An interesting indication of the improvement 
in the conditiong of living, such as was noted 
in England earlier in the century^ is the 
increased consumption of sugar. The taxes 

* The report for Fobmaiy 1, 1900, showed deposits at 
<14^7G,(HK> rubtfifl ($320,000,000), uid 3,lT2,8oS accotml*. 
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paid iipoD this product were only 23,161,725 
rubles in 1888 j thej -were 58,561,800 rubles 
in 1898. 

The Kossian railway ejfitem is also attain- 
ing a development whicb is putting tbe 
conotxy abreast of the great transportation 
ByHtems of the world, A cojuparisou of tlie 
mileage in 1895 showed Rufigid, not includ- 
ing Finland and Siberia, in the possession of 
S6,535 kilometres of hoe, while France had 
36,337 kilometres. The figures on January 
1, 1898, gave Sussia, including Siberia, 40,- 
300 kilometres. With the addition of the 
trans-Siherian line and the construction of 
the past few years, Russia is ah^ad of France 
in actual mileage, although still below her in 
length of line^cr capita. Railway earninga 
have steadily increased with the development 
of commerce and the extension of connecting 
lines. The gross earnings in 1881 wore only 
199,979,356 rubles ($103,000,000), and the 
net earnings 55,538,549 rubles («28,000,- 
000), The gross earnings of 1897 were 447,- 
359,975 rubles, and the net earnings were 
181,481,219 rubles ($94,000,000), 

These figures do not approach those of 
the United States, where the gtofis earnings 
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m 1896 were $1,125,632,025 upon 180,891 
nkiles of operatad linosj aud tlie net earnings 
were $332,333,756; but Aiuerican railroad 
mcQ may well regard with envy tho percent- 
age of net eamingB in Itussia, whicL is nearly 
45 per cent, of grosB incomej in com|jaTison 
with the less than 30 per cent, of such earn- 
ings on American lines. The nmnber of 
persons employed on the Russian lines in 
1895 waa 343,996, and tlieir combined earn- 
ings woTO 109,795,743 rubles ($55,000,000). 
M. Kaffaloyich declares that the existing linea 
do not meet the constantly growing needs of 
Russian commerce. The transportation of 
merchandise over the lines of the west has 
especially increased since the opening of the 
trans-Siberian- The four enlisting ports are 
hardly capable of handling the commeTce of 
the Baltic, and it has frequently happened 
that grain transports hare been stopped on 
the way to these porta because proper provi- 
sion could not be made for discharging and 
receiving their cargoes. 

The most important achievement of Rub- 
ftian railway engineering — the result at the 
same time of enlightened political foresight 
— is the trana-Siberian railway. This long 
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tlirmd of steel, oonnectiD^ European Russia 
-with the Pacific, Tras a dream of Kuasiau 
statesmen as far bacL as 1850. It was not 
uDtil the opening of the Ural Udq in 1880, 
^bich joined Perm, in European Busaia, ^ith 
Tiumen, on the Tobol, ^hich flo'wa into the 
Irtish, that a long practical step was taken 
towards binding the empire together by a 
Binglc railway system. SoTcral parts of tlid 
line remain to be completed in Russian terri- 
tory, but the most important uncompleted 
part is tbo Eastern ChineBe railway, across 
the northern province of China. M, Pierre 
Leroy-Boaulieu, who recently traversed the 
linoj and describes his observations in the 
** Revue des Deux Mondes " for August 15, 
1898, expresses the opinion that it will not 
be completed for ten years. The contract 
has already beeo aignedj however^ for obtain- 
ing the money from the Russo-Chineee Bank, 
and the eontrol of the road, although under 
a Chinese president, is substantially under 
the Russian Minister of Finance. 

The entire liuej from the foot of the Ural 
to Vladivoatoct, on the Pacific Ocean, will 
have a length of G613 IcilometreSj or about 
4200 miles. It will be by far the shortest 
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route from Europe to the Oriont. The time 
from London to Hongkong ia now twenty- 
five daja bj tke Suez Uanal and thirtj-three 
days by way of the Canadian Pacific Railway. 
It will bo reduced to twenty days by the 
trans-Siberian- The advantage in the case 
of other European places and Asiatic ports 
farther north will be much greater. The 
trip from Paris to Pekin can be made in 
aixteea days, where it now requires thirty- 
four days from France or England to Yoto- 
hama by the Suez Canal and twenty-five days 
by way of Canada^ The passenger chargesj 
moreover, are computed by M. Leroy-Beau- 
lieu, including sleeping-cars and meals^ at 
about 800 francs ($160) from Paris to north- 
ern China, as compared with charges of 1800 
francs ($360) by the present steamer routes. 
The charges will be less favorable upon 
bulky freight from Western Europe, but for 
the interior of Russia the opening of the 
railway means that the resources of the East 
are at her disposal, and that she can deliver 
in the East her own products at a great 
advantage over her Western rivab- 

Business men throughout Europe will 
benefit by the mail service over the new 
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railway, which will deliver letters in Eixteen 
OP eighteen days, in place of the month or 
five weeks now required. But tho Rusaian 
merchants will enjoy the advantage of quieter 
GOEnmunicatioQ and Dearness to their n&w 
markets. The opening of new routes of tJom- 
munication ha^ often involved the rise and 
fall of nations. It would not be contrary to 
historical precedents if, in the (>curse of years^ 
the devolopment of tho great trans-continen- 
tal route which binds European Russia to 
Siberia should shift the centres of trade in 
the East, destroy the importance of many 
esiBting ports in China, and create new com- 
mercial centres in the heart of Asia, around 
which will gather tlie civilization of coming 
generations. 

It is not Bitrprising that Eussian statesmen, 
with the vista of the economic empire of the 
future within their grasp, hampered by no 
necessity for pandering to the clamor of the 
moment in order to keep themfielves in office, 
shoold have determined that Russia would 
gain enormously in the race with other in- 
dustrial nations hy devoting her whole ener- 
gies to economic development. Hence the 
proposition of the Czar, that the world lay 
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aside its arms, and givo its people an oppor- 
tunity to devote themfieWes to industrial pur- 
suits, luuks directly to the future doiuiuaDca 
o£ Russia iu the ccmmeree and finance of the 
world* It would be useleBa for Russia to 
attempt to fight such a power as Great Britain 
111 the East until tbe (completion of the trans- 
Siberian railway. She has accomplished 
wonderful results by the firmness and auda- 
city o£ her diplomacy in China. When the 
railway is completed^ with the economic de- 
velopment which will eome in another period 
of ten years, she will he able to cope on landj 
if not on the ocean, with any force which 
can be brought against her. She will enjoy 
the advant^e of occupying the inner line, 
from which she can strike at her enemiefi on 
the European or Asiatic ilank with the force 
and directness of Napoleon when he was able 
to carry out his favorite pohey of separating 
and conquering hostile armies. 

Ten years of such economic development 
as Russia has witnessed in the ten years just 
passed will make her enonnously stronger 
than she is to-day ; thirty years will make 
her almost irresistible. With a goTerament 
controlled by the single purpose of promoting 
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Qational advaDcement, vith the best economic 
knowledge of all peoples at her command, 
with almost unlimited natural TeBOuicea, and 
with an equipment of prodacing plant and 
saved capital BofBcient to permit constantly 
accelerating progress^ Kussia promises in an- 
other generation to be the great competitor 
of the Anglo-Saxon race for the commercial 
and military supremacy of the vorld. 



m 
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Thb recent appearance of the Russiaa 
govemmotit as a possible borrowet in the 
New York money market is a trifling finan- 
cial incident in itself; hut it ia an indication 
of the ckange which has come over the eco* 
nomic condition of the world within the last 
few years. It fihowa that the United States 
are approaching' the potiltion of a creditor 
natdon, able to lend their finrpluB capital to 
debtor nations ; and it affords a hint of the 
earnest effort which Kosaia ia making to 
develop her internal economic life in order 
to put herself abreast of other industrial 
countries. 

The civilized nations of the world axe 
entering a contest for financial and com- 
mercial supremacy upon a grander scale than 
any in the past, and upon a £eld which is 
being rapidly eiitended over the decadent and 
undeveloped nations. The cout^ts for com- 
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mercial Bupremaey down to the beginning of 
tbe present century were mainly between 
hand-workersj in wkich even the most suc- 
cessful nation did not increaae by a. large 
percentage its direct productive power^ as 
baa been the case within the present century 
by the application of steam and electricity to 
nearly all forms of production and trauspoi"- 
tatiou. The beginning of the nineteenth 
century witnessed the first really great sav- 
ings of capital over and above the demands 
of curreut consumption. The progress of 
the century vitneesed the gradual equipment 
of a few highly civilized nations with the ma- 
chinery of production and exchange- This 
process of equipment was substantially com- 
pleted in 1873, with which year the long 
period of depression set in which some have 
ascribed, by a natural error, to changes in 
tho monetary standard. The fact that this 
change in regard to the standard monetary 
metal — whatever the academic merits of the 
controversy between bimetallism and the sin- / 
gle standard — was only an incident in mod- 
ern economic development is now gradually 
dawuing upon thoughtful minds, and reveal- 
ing the true cause of existing conditions, the 
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overequipment o£ tlie great industrial na- 
tions with the machinery o£ production and 
with surpliiti capital^ iinil the need for new 
markets and new fields of investment. So- 
ciety, in the lon^ run, instinctively acts 
along the lines of natural developmeut ; and 
even before ecouomista discerned clearly the 
real canse of the long period of depression, 
the European nations were reaching out their 
commerce and political power iii crder to 
secure oew outlets for their overproduction 
of finished goods and for their great accu- 
mulations of capital. In these respects, tho 
Utiited States have Leen gradually attaiuing 
the condition of the industrial nations of 
Europe. Our turn has come to participate 
in the struggle for foreign markets j and 
apparently as the result of an accideut in 
Havana Haibor, the path of destiny has 
been suddenly opened for us in tlie £ast. 

Accidents are only the ripening of oppor- 
tunity. It has been by no aen&s of acci- 
dents, not even by the thirst for military 
grandeur apart from its economic results, that 
the great civilized states have been expand- 
ing their spheres of influeneo in all quarters 
of the world. It was on economic neeassity 
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wliich procipitatod the BritiBh ocoitpation of 
Egypt; and it was tbe pressure of surplus 
capital wliich led to the opening up of " the 
Dark GontiJient," and hafi made its map a 
cbeckGr-board of Englieh, French, German, 
Belgian, lUJian, and Portuguese dependen- 
cies- The threatened partitioTj of China — 
abeadj well under way by Bussia, France, 
Germany, and Great Britain — is another 
phase of the same great movement; and the 
occupation of Cuba and the PhiJippinea by 
the United States only marke the entry of 
the latter into the contest for financial and 
commercial supremacy. Great Britain has 
always had her aDti-impenaliEts ; and the 
French fleet in 1882 withdrew from before 
Alexandria, and left the BritiBh to Bare 
Egypt to cLvUization, But the inexorable 
progress of economic tendencies has made 
expansion the inevitable policy of states 
which would survire in the future. Mr. 
Benjamin Kidd has admirably expressed the 
situation in his recent monograph, " The 
Control of the Tropica : " — 

" It ifl probably true, however fltrango it may appear 
to eay so, thatf at the pressnt day, the fiu-reachEiig* 
effMU of the pajt which the English-speakiiig people* 
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are ptobnbly deatmed to play in tbo futaro aro not ao 
inu(;h thoiigbt nf, i>r even ea cleaTly ptrc^iv^d, ^ther in 
England or in Amerjco* as tLey cue by Aome of \hs 
more for-sooing miiidB in Ffancc mtd Germany. It 
ia to this ranae tbat we may trace a v^ry proni>T(^(;ed 
tendeucy of vhioh the effocLa have been very distlcctly 
folt m England of late yeoTBt Maro than one of tbcso 
thinkeTSr perceiving the vast future couflequencee of 
thfbt exj>ansion of the EngliHli-Hpt-akiiig people9r towards 
which the entire drift of policy and eyenta amocgat 
theee paoplee for tho last two hnndi*ed years has tended, 
hju become convinced alaa that it i? necassary that his 
o^n nation should embark^ before it la too hite, m a, 
pH>]icy of cspanflion. Moro oJoavly than either in Eng- 
land or in Anierina. ia it perceived that, an the reeuU of 
fliiotiug developments, the world outude of Europe 
tends in the future to be eontrolled in the nukin by 
only two Bets of farces, thoBO whicEi proceed front tho 
peopltH who 8i)eak Eiigliah, aud those whluh procet^d 
from tho peoples who speak Russian. The lemperato 
regions, it is a&sn, have already been occupied. But 
there remain tlia tropios." 

One of the most striking pheDomena of 
tho ne^ economic conditions ia the rapidity 
^th ivhich capitalization proceeds, ■when once 
a Gouutrj has entered, to any conHiderable 
extent, upon the career of machine produc- 
tion. This hEia been illustrated in a remark- 
able manner by the history of Germany and 
EuBfita during the last twenty-fiye years. In 
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1870 Germany i^as a comparatively poor 
country. It was not merely the direct trans- 
fer of $1,000,000,000 in credits from France, 
by way of a war indemnity, which enriched 
her, but the stimulus which this event gave 
to her induBtrial development- Speculation 
ran riot for a time^ as in most countries 
which have just entered upon an industrial 
career; but the result has been an enormous 
manufacturing development at home, and the 
accumulation of capital which ha^ [lermitted 
large inveetments abroad. The estimated 
wealth of Germany in negotiable eecmities in 
1895 was S18,000.000,000; and she ranked 
second among Buropean nations. The num- 
ber o£ banks reporting iu 1883 to the imp^' 
rial government was 119, with a capital of 
1,248,700,000 marks, and reserves of 174,- 
400,000 marks ; or a total equaling, say, 
J340,OO0,0O0, The number reporting in 
1897 had increased, in spite of numerous con- 
fiolidatiouB, to 150, with a capital of 2,163,- 
500,000 marks, and reserves of 461,200,000 
marks ; making a total equivalent to about 
$630,000,000, The capital of the 11 large 
Berlin banks, exchisive of the Imperial Bank, 
increased from 580,000,000 marks; at the 
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closQ of 1896, to 844,000,000 marks ($200,- 
000,000) in 1898. 

TLeae German Lanka, with the larg^ capi- 
tal at their command dGrived from the pro- 
ceeds of German industry during the laat 
twenty-five years, are reaching out in all 
directions at lioine, and as the competitors 
of British and French capital abroad* At 
home, lar^ amounts are being absorbed for 
lighting^planta, and sewage and wat^r sys- 
tems. Town aud provincial loans, which 
amounted in 1394 to $25,000,000, rose in 
1897 to 147,000,000, and in the first half 
of 1898 to $26,000,000. New industrial 
joint stock compaDies, whose shares were 
issued during 1894 to the amount of only 
$23,000,000, increased their issues in 1895 
to $58,000,000; in 1897 to $70,000,000; 
and for the 6rst half of 1898 to $65,000,-^ 
000. It is estimated that in Germany alone 
the electrical industry, including city and 
suburban railways, absorbs about $75,000,- 
000 of German capital annually, and that 
about $50,000,000 is invested annually in 
electrical undertakings in foreign countries. 
The year 1897 witnessed the construction 
of 452 milea of electric lines in Germany^ 
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France^ Austria, Italy, and England^ of whicli 
Germany built more than two thirds. 

Gennan capital seeking inrestment has 
been bo plentiful that it was tempted by the 
low prieea of Spanish securities during the 
war with the United States; and from July 
to the autumn there was an increase in such 
securities held in Gennany from 50^000,000 
pesetas to 150,000,000 pes9tas ($29,000,- 
000). The amount of Eussian loans held 
in Germany is computed at $^70,000,000. 
Gennan enterprii^e and Gennan capital are 
confronting British and French investors in 
banks and industrial enterprises in Latin 
America, in Africa, and in Ahia. The Der 
cemher numher of the Lundon " Bankers' 
Magazine," in a review of the financial his- 
tory of 1898, declared; — 

"Among the poorer countries, or tlie conntriea in 
whiclii thouj^h copitol may hare exiatodi it was not in a 
form ftvoilablo for immedLnte uae, Ilka the \qs& settled 
parU of EuropB atiJ Aala Minor and the furthEr East, 
tliG aid of SogUaL capilia] aaoally used to be inTcrked^ 
But we now find tEunjL^ monn^rKl difforeQblj ; other 
SDQT^SB are open to those who engagp in aach undertat- 
ingsy and great ra.jlwHjfi are eHtEiblished througb the 
intoi'paQitiioii of German banka. Somo ten y&tirt dnce, 
tbe DeutAahe Baulf took over the Soci^c4 du Chemin 
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de For Obtoinaa d'Anotalie, juid commenced the Ana- 
tolian railways- Since thea it baa constmcted the 
Bupplemi^ntarj Anatolian Uoe from EskiEhehr bo Eouia. 
Meanwhile it construcbcd in European Turkey, in 
Macedonia^ the liiie Sa]otiiki-Moit£sti&. The same hank 
has likewise obtained a great many concmHioaa for 
the furtlier development oi the Anatoliac Bjatem of 
railway a/' 

The dGvelopiDent of Russia has been, \n 
Bome respects, oven more reuiarkable than 
that of Germany. In 1895 she was reported 
as possessiug only $5,000,000^000 in negoti- 
able secmitieB ; but the issues of the aharefi 
of Btoek companies in Russia amounted m 
1895 to 129,363,000 rubles, in 1896 to 
232,640,000 rubles, in 1897 to 239,424,000 
rubles, and in 1898 to 256,237,000 rubles. 
New textile mills, paper miUs, mortg-age 
banks, and discount banks are being eatab- 
lifihed almost Gvery week; and their mere 
enumemtion Blls pages of nearly eveiy num- 
ber of the Russian statistical publication, the 
'' Bulletin Russe de Statistique.'' Russian 
capital united with French capital in 1895 
to create the RusBo-Chincso Bank, which is 
now cue of the most important instruments 
of Russian financial and political influence 
in China. Russia is still a large debtor na- 
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tioDj but IS employing her own and borrowed 
capital in tbe development of her internal 
tesonrces in the connection of European 
Bii33ia ^ith her possessions in the East, and 
in carrying out a policy intenil»d to make 
her the potent rival of the great industrial 
nations. 

Great BritaiUj the first of the great cap- 
italist nations oi modem times, which, at the 
beginning of the century, was already seek- 
ing investments in South America, and send- 
ing British money to her colonial po^seBsions 
in India, has ^toessed a peculiar development 
^thin the last few years. Her control of 
the banking business of the world and the 
freedom of commercial exchangHS, which 
brought the products o£ the cations to Lon- 
don and Liverpool for distribution by British 
ships and British merchants to other quarters 
of the earthy have long enabled her to 
live, to a large extent, upon her investments* 
This has been ahown by the great excess of 
her imports over her exports of merchandise. 
This *' unfavorable balance of trade/' in the 
old mercantilist jargon, is the evidence of 
her command over the capital and resources 
of the world, by which interest on her great 
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loans la paid in commoditieg instead of m 
gold. Tlie control o£ the ©ichanges alone^ 
by means of the colonial banks ^lith Londoa 
offices, &nd the banks organized •niiii British 
capital in foreign countries, has b^n an 
immense eource of profit. These banks, 
QumbeiiDg twenty-three foreign joint stock 
companies with London offices, and twenty- 
nine colonial banks with their head offices 
in London, possessed at the beginning of 
1898 combined capital and reaervea of £69,- 
000,000 and deposits of £210,000,000. A 
dividend of only four per cent, upon the ca|^ 
ital of this investment would pay more than 
^13,000,000 per year ; and much larger divi- 
dends have been paid by many institutionfi, 
such as the Hongkong and Shanghai Bank- 
ing Corporation, the London and River Plate 
Bank, vith its large holdings of the shares 
of tributary banks, and other instruments of 
British financial power. 

The magnitude of British investments 
abroad has greatly increased the excess of 
imports of merchandise ovei exports within 
the last few years. For the five years end- 
ing with 1890 the average annual excess 
was $453,533,467 j the average for the five 
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years ending "with 1895 rose to $669,255,- 
679 ; wbile tbe excess for the jear 1898 
approximated $1,000,000,000. This condi- 
tion of things has excited some ahtrm among 
certain persons in Great Britain, who regard 
it as evidence of the deeliue of British in- 
dustry. This is not the occasion for die- 
cussing tho merits of this question ; but the 
mere dechne of certain manufactures and 
the increase in the excess of imports are not 
in themselves an indication of anything mor9 
than the transfer of capital to more produc- 
tive enterprifles in foreign countries, Great 
Britain, according* to recent estimates, has 
capital invested abroad to the amount of 
^£2,000,000,000, or nearly 810,000,000,000- 
The interest upon this sum, at 4^ per cent., 
would bring her an annual revenue of $450,- 
000,000 ; and she derives a like amount from 
the passenger and freight earnings of her 
merchant marine. So far as these foreign 
investments are safe and well chosen, British 
capitalists, in sending their capital abroad, are 
only following the natural law of unhampered 
tradej — that capital is transferred to the in* 
dustries affording the greatest profits. The 
result is much more beneEcial to British 
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interests than if tte increasirig aaviiigH o£ the 
country were kept at Lome to Lid agjuost 
each otLer in tLe stock Tuarket. Such a com- 
petition, in a country already equipped with 
the tools of production and exchange, results 
in the needless duplication of exiKtiiig plaut, 
and in the rise of first-class securities to 3uch 
a price that they cease to afford an adequate 
return upon tlie capital invested. 

TLb necesdty of sending capital abroad 
to obtain profitable returns is the salient 
economic lesaon of the closing days of the 
nineteenth century. In recent years interest 
and discount rates Lave been declining^, as 
the result of the excess of loanable capital 
beyond the eA'ective demand of European 
markets, and of the diminigbing return paid 
by first-elass investments at home. The 
facts under this bead — indicating tbat firsir 
class securities in Great Britain, France, and 
Germany were paying only 2^ per cent., and 
that FreocL industry was, to some extent, 
feeding upon itself without increasing tb© 
actual return upon iuvestcd capital — have 
already been pointed out. 

The opponents of colonial expansion often 
discuss the question of foreign markets aa 
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though the only question were the absorp- 
tion of finished goods. This is in reality the 
less important side of the problem. The 
real opportunity afforded by colonial possea- 
fiions ia £op the development o£ the new 
coontries by fixed inveatments, whose slow 
completion is the only preHent means of ab- 
Borbin^ saved capital without its waste by 
company promoters upon visionary piojecta* 
Whether trade invariably follows the flag 
or notj the real question of the benefits of 
Australia, India, Canada, and Egypt to Great 
Britain, and of Algeria, Tunis, and Madar 
gasi^ar to France, relates to the fields which 
have been and will he opened there for the 

"^ profitable investment of capital, and not 
merely to the quantity of finished goods laid 
down annually in the export trade. The 
development of a new country by moans of 
railways, roads, and docks is the forerunner 
of higher civilisation, better wages, enlarged 
wants, and increased consumption. The bene- 
fits of this larger market for goods usually 
fall to the country which provides the capi- 
tal for the primary development, especially 
if it is that country also which, by its politi- 

Y cal control, affords the guarantees of secu- 
nty and order. 
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The energy with which the settled coun- 
tries of Europe are seeldug those opportuni- 
ties for the investment of their capital haa 
only recently begun to attract the attention 
of the Amerit;an people. We have been 
absorhed for many years in the development 
of oar industries at home, and have only 
receutly begun to feel the effects of dimin- 
ished discount and interest rates and the 
pressure of £iirplus capital upon the means 
for its absorption. How extensively the 
leading countries of Europe have been ab- 
sorbing territory in Africa and Asia is indir 
eated by a recent report of the United States 
commercial agent at "Weimar regarding the 
eoloDial possessions of European states. He 
shows that, outside the mother country. Great 
Britain holds 16^662,073 square miles of 
territory, with a population of 322,000,000; 
France, 2^505,000 miles, with a population 
of nearly 50,000,000 ; Germany, 1,615,577 
miles, with a population of 7,450,000 ; Hol- 
land, 783,000 miles, with a population of 
31,210,000 J and Portugal, 809,914 miles, 
with a population of 10^215,000. 

The mere occupation of these territories 
is only the beginning of the process of de- 
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velopment upon which the occupying coun- 
tries have entered. The entire face of the 
world, in relation to its centres of prodac- 
tion and routes of trade^ is likely to be traaa- 
formed within the nest two generations. As 
the Mediterranean lost its importance ^vhen 
ocean-going' vessels passed outside the Pillars 
of HerculGs, and America and India became 
the objective points of European commerce, 
BO the erolution of the next half century is 
likely to develop oew trade centres in Asia 
and Africa. This shifting of the axis of 
commerce will be strongly afEected by the 
great railway routes which are in process 
of completion or in contemplation. Within 
a few years Russia will complete the tran^ 
Siberian railway, which will shorten the 
journey from Paris to the Pacific by many 
days, and will make Russia much closer to 
Japan and China, by way of Siberia, than 
England and France can ever be by the 
ocean. A recent consular report announced 
that a branch of the South Siberian Railroad, 
leading to the borders of Afghanistan, was 
opened for business^ and that the &st trip 
was made on November W, liS9S. This 
toad, it is declared, ^' is the key to Afghan- 
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istan, the borderg of Fereia, and, above 
all, the capital city of Herat and tite great 
valley of Heri-Kudp" 

Within a short time the French govera- 
ment will probably take up the cODstruction 
of the trana-Saharian road^ which will bind 
her flourishing provinces of Algiers and 
Tunis to Timbuctoo and the Soudan, It is 
nearly a quarter of a eentury since the trans- 
Saharian was first broached, and several years 
since the first link was planned by the Min- 
istry of Public Works. Actual work has not 
yet been begun ; but M. Paul Leroy-Beaulieu, 
the eminent French economist, aeiaed upon 
the withdrawal of the French from Fashoda 
to point out repeatedly, in the journals for 
which he writes, that the trans-Saharian is 
essential to French donunation in Africa^ and 
thnt under its operation France would not 
only be in a position to transfer a large army 
in a fortnight from Algiers to the heart of 
Africa and to threaten Britleh control of the 
Soudan, but would also open a new world to 
trade. The heart of Africa, which Stanley 
penetrated through so many dangers, is likely 
to become in a few years an easy journey of 
a few dnys, in a Pullman sleeper, from French 
civilization on the northern coaat. 
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The opening of these railways means the 
development of great areas of country which 
have not heretofore been factors in Western 
eivilizatiott. They will not at the outset 
provide large cropa, large supplies of fin- 
ished goods, or large bodies of consnmers; 
but every new step in development will aiJd to 
the degree of civilization of the people, and 
will make them at once larger producers and 
larger consumers. It will be in no way sar- 
prising if a great emporium of trade devel- 
ops in Central Asia, once the prolific nursery 
of the Tartar hordes which swept in succes- 
sive waves across Earope. Central Africa is 
less favorably situatedj from a climatic point 
of view, for the creation of a eommercial 
centre inhabited by Eiiropeans ; but North- 
em Africa, under French domination, may 
resnme the place it held in the time of Ha* 
milcar and Hannibal, if the restrictive policy 
of France gives place to an invitation to all 
nations to sliare in her trade. The great 
Sahara Desert is already being traversed by 
French engineers, and a letter in ** TEco- 
noTuist© Fran^ais" of November 19, 1898, 
declares that a singlt! plateau alone around 
AItj or AsbeUj possesses an area equal to a 
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quarter of tiat of France, of TpLich a lai^e 
portion is susceptible of cultivation • 

While this reaching out for the markets 
of the world is going on, tlie United States 
cannot afford to adhere to the policy of iso- 
lation. The domestiG market for finished 
goods has long since been more than sup- 
plied ; and it is one of the encouraging 
symptoina of the new order of things that 
American manufactured goods are finding 
new markets abroad. The exports of Amer- 
ican manufoeturos, which as recsntly eib 1888 
■were only $130,300,087, were $253,681,541 
in 18%, JS279,652,721 in 1897, and reached 
$307,924,994 in 1898, The esportsof manu- 
factures from the United States in the latter 
year surpassed the imports of manufactures 
for the first time. It h obvious that the 
United States are rapidly approaching the 
condition of Great Britain, France, Germany, 
and Belgium, where they will be compelled 
to seek free markets and opportunities for 
investment in the tindeveloped countries, if 
they are not to be crowded to the wall by 
the efforts of the other great civilized powers. 
The *^fB,cieney of machine production, com- 
bined with the saving of capital for invest- 
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ment, which reatricf3 the conaumption of 
fukisbed. goods^ is such that no adTanced 
mdustrial nation will herearier find a euffi- 
eient moiket at home for its products, or will 
derive any essential benefit from stimulating 
an excess of productioc in particular direc- 
tions by artificial means. This process may 
have its value while the country is not Belf- 
sufficing in its production o£ nmchine-made 
goods ; hut it ia without avail when it enters 
upon the competition for commerce abroad. 

The United States are rapidly becoming 
Self-sufficing in respect to their supplies of 
available capital, as well as in the volume 
of their machine production. A wonderful 
change has come over their financial and 
economic conditions within the last six years. 
It is only within that time that bad Rnancial 
le^slation drove gold abroad, paralyzed 
industry, and brought Ameiican securitiea 
back upon the New York market by millions 
in 1893. The crisis was passed without 
abandoning the monetary standard of other 
civilized nations ; and it may be a question 
whether the ultimate results did not contrib- 
ute, at a high eostj to hasten the financial 
independence which may make New York in 
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the fatoTe a competitor of London for the 
control of the world's money markets. 

Financial independence ia a desirable thing 
when it can be safely attained. It is not de- 
sirable when it is obtained by the expnlfiion 
of foreign capital which might be employed 
at a proEt over and above the cost of its 
rental. The events of 1893 and the three 
foUowing years subjected the American peo- 
ple to severe losses, which were largely dne 
to the withdrawal of foreign capital through 
distrust of our financial policy. In the three 
fiBcal yeare ending with June 30, 1896^ the 
United States exported $416,611,064 moro 
merehanrliae than wa» imported, and exported 
also ^235,000,000 more of the precioxia 
metals. This was an excess of more than 
^200,000,000 over the amount required for 
the payment of freights to foreign vessels and 
interest due abroad. This loss was largely 
covered by the return of American securitie3 
to this country, in addition to the strain put 
upon our resources by the unwonted experi- 
ence of paying interest in full on foreign 
loans, instead of getting the benefit of their 
constant reinvestment here- 

The four years which followed the eummer 
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of 1896 showed the same great excess of 
Amencaii exports over imports which marked 
the previous three years, hut under entirely 
different conditions. The United States now 
appears to be buying back American securi- 
ties held abroad^ not,aB was the ease in 1893 
and 1894, &t the cost o£ bankrupt railways 
and paralyzed industry, but because she 
chooses to do it out of her abundant sur- 
plus. The year 1898 witnessed a constantly 
expanding volume of commerce at home* 
which afforded the means forlai^ purchases 
of foreign goods. Such purchases have noi 
been taking place; and the imports for 1893 
were less than those of any preceding year 
since 1885. In the mean time there has 
been a turn of the tide of gold toward this 
country, which affords the best evidence 
thatj if American securities are being pur- 
chased in foreign markets^ it is no longer 
because the foreigner is unloading them at 
any sacrifice, in order to recover his money, 
but because the American purchaser has the 
means to pay a good price. These two and 
a half years have created an apparent balance 
of another sum of $200,000,000 in favor of 
the United States, after making liberal de- 




STRUGGLE FOR COMMERCIA-L EMPIRE 83 



duction for freigbta to foreiga Tesaels, inter- 
est owetl abroail, and expenditures by touriEts. 
Tte United States, therefore, bo far as these 
%urea have definite value, is $400,000,000 
nearer to EDaccial independence than she 
was five years ago. It was estimated at that 
time that $2,000,000,000 of foreign capi- 
tal ^as invested in this country* This baa 
since been materially reduced; and the capital 
which remains i& likely to be left permanently 
at the diBpoaition of American dnanciers. 

The rapidity with which New York haa 
gained upon the other great money centres 
of the world within the last few years is In- 
dicated by the increase of her banking busi- 
The year 1898 witnessed larger oper- 



nesa. 



ationa through the clearing-house than any 
previous year since the creation of the Stock 
Exchange Clearicg-House ; and the loans of 
the banks at the beginning of December 
nearly doubled those of 1886. All the lead- 
ing banks of the city, including both the na- 
tional banks and the state banks which do 
business through the clearing-house, had loana 
on March 4, 1899, amounting to $780,607,- 
700, and deports amounting to $914,810,- 
300- The corresponding figures for March 
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16, 1889, jmt ten years ago, showed loans of 
$4aO,406,000, and depasita of $442,684,- 
900. 

Striding confirmation of thG declaration of 
Mr. Kidd — that the far-teaching effects of 
the part to be played by the English-speaking 
peoples in the world's future battle for com- 
mercial empire are more generally and cleaily 
perceived on the European Continent than 
at home — -comes from European economic 
Btudents- *' L^Economiste Europ^en," one 
of the moat aocnrate of the French financial 
journals, contains in its issue of December 23, 
1898, an article which emphasises in forcible 
lanf^ge the fact that the United States are 
attaining commercial independence and are 
threatening the European nations in all their 
markets. ** The United States of America 
and the Disunited Statea of Europe " Ib the 
warning title with which Professor MEircel 
Dubois, of the University of Paris, heads his 
article- In the gradual growth of the self- 
sufBcienoy of the United States to supply her 
own markets he finds the controlling reason 
which has ie<l Francej Germany, Italyj and 
Belgium to seek openings in Africa. Even 
the hope of a compensation in China for lost 
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markets in America M, Dubois seea threat- 
ened hy the young giHj^t of the Westj whose 
growth he thus describes : — 

^'In epite of reapet^tful and courteous formalitiea 
wtiJi;h are exchaitged ocroes the Atliuittc, the actual 
stotQ of the rekitiunA bet^^een Europe and America re- 
veala to ub tke progrcBs of tJie economic enxancipatioii 
of & world irhirh be^ns to count a self-sufGcing popu- 
lataoiiT poHsesHiiig, by means of Ita growing numbers 
pjid its induBtnal pi-f>gireeeT a Iobb and lesa quantity of 
n&tcrsJ prodncta for exportation and recsiTing abeady 
a diminished niunber of immigrants. Hence the spec- 
tacle of a decreaain^ export trade on the part o£ the 
old industrial peoples of Eorope. who encounter a sharp 
competition ou the otJ^er aide of the Atlantic^ and yet, 
in sf^te of the diminiiilxed projlta upon the sale of their 
productfl, are aome of them unable to dispea&e with the 
food fluppliefl of the New World. It is a true btate u£ 
criaie, aa armed peace." 

It IB littie wonder that tlie French pro- 
fessor, ^th thia drama of the future in hia 
Tifiion, closes by a warning to the Old World 
— '* disunited, divided, absorbed in quarrelfi^ 
stimulated by the ardor of biaturic traditiona 
rather than by consciousnesa of real inter- 
est" — to unite "against the monopolists 
of the ocean and of colonial commerce, 
"whether they be of one nation or of two/' 

The United States, therefore, vith New 
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York aa their chief city, atand at the close of 
the nineteenth century upon the threshold of 
the commercial and financial empire of the 
^odd. They are equipped, by the confession 
of their rivals^ with a strength which ht^ 
tliem to contend for financial su^iemacy with 
the great European money centres, provided 
they adopt policies Avhich will permit their 
people to enter unfettered upon the race* 

The United States should adopt a mone- 
tary ayfitem whieb will give certainty to ex- 
^ changes, and a banking system Tphich will 
give them elasticity. The adoption of the 
gold standard by Great Britain in 1818 gave 
the asBuranee to every buyer and acceptor of 
a bill of exchange that he would receive a 
fixed weight of gold in London. There was 
no loss of exchange to be reckoned with, aa 
in the casQ of an alternating standard ; so 
that the rates of exchange could be reduced 
to the actual cost of transferring money and 
capital. Mr. Walter Bagehot well states the 
advantage which London enjoyed over Paris 
in this respect, especially after the auspen- 
doo of specie payments in France at the time 
of the Pranco-PrusBian War. He says, in 
*^ Lombard Street:" — 
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** Formerlyj for many porposeSf Pams was a Eoriv 
pean BeUting-hoiiife ; but ndw it has cea^sed to be ao. 
The nate of tke Bank of France has not iadsed been 
depreciated enou^ to disorder ordmarj traosaotions ; 
but any- depreciation f hawev^^T Hmall, ' — even the liabil" 
ity to dopreoiatioQ witliout its reality, — ^is enough to 
dlaorder eschange b-anfloctiqns ; they are ealcnlated ia 
surH an extremity of ficeneeH that the change of a de<?t- 
mal m&y be fatal, and may torn a, proDt Into a IciaR. 
Accordingly, London h&A bcccimo the eola great aettling- 
houBe of exchange tntnBo^tionB in Eixtope," 

A baiiHiig fijatem capable of condiictiiig 
gieat transactions througli branehes in all 
parte of the world ia almost as eaaential to 
financial supremacy aa a definite monetary 
ataodard. Gr9at Britain owea a large ehare 
of her power to the generosity with which 
abe baa chartered the great foreign banks 
witL Londoii braiichea and the London banka 
with foreign brancheSj whoae capital, amonntr 
ing to $345,000,000, bag already been men- 
tioned. These banks are distinct from thoao 
wbicli carry on the domestic banking of the 
kingdom. The joint stock banks of Eng- 
land and Wales number only 90 ; but their 
nearly six thousand branches throughout the 
kingdom have secured tbein deposits of 
nearly $3,000,000,000. The r^iditj with 
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^liieh capitalizalioii proceeds under bucIl 
conditions is indicated by tKe facb that these 
deposits have nearly doubled since 1888- 
Moreoverj they do not include the deposits 
in the postroffic© savings baukB, which in- 
creaaed from £53,974^065, at the close of 
1887, to £115,896,786 ($570,000,000), at 
the close of 1897> The permission to estab- 
lish branches, which is accorded to all the 
great British banks, has done much to accu- 
mulate the capital of the community in their 
handsj and to turn it to the most productive 
uses at home and abroad. In the United 
States, branch banking would do much to- 
ward producing the same results. It is also 
desirable that banks should be permitted to 
issue their credits in the form most conven- 
ient to their patrons. The issue of notes is 
the moat acceptable form of issuing credit in 
many parts of the United States ; and a more 
elastic note system is of the first importance, 
if Ameriean banks are to he enabled to re- 
duce their charges to the lowest limit and to 
compete successfully with their great Euro- 
pean livals. 

Old restrictions upon trade, and useless 
fiuperstitioiis, must be abandoned in the con- 
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test for commetcia! eupremacy. The policy 
of protection must be adapted bj ita friends 
to tbe new cundltioiia, or it must be aban- 
doned. Protection may be useful in stimu- 
lating infant industries: it becomes a reUc of 
mediae valism when it stimulates production 
which h'ds already become excessive, and 
which can find an outlet only in a field which 
protection cannot enter. The politiool organ- 
ization of the country should also be given 
a degree of harmony and symmetry which 
'will permit the direction of the whole power 
of the state toward definite and intelligent 
policies. This is one of the secrets of the 
success of the Russian government, with its 
absolute power, and, in a lesser degree, of 
the success of the British Empire, which has 
steadily maintained the colonial policy of 
Great Britain where the British fiag has onc^ 
been raised, with only Buch changes under 
successive administrations as modern progress 
has seemed to require. Party politics have 
not paralyzed British power, because the ex- 
ecutive and legislative branches of the gov- 
ernment have been in harmony, and because 
an imperial policy has seldom been antago- 
nized upon petty partisan grounds. 
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K the American ConstituHon^ framed for 
conditdona more different, from an economio 
standpoint, from those of the present than 
the differenee between the times of Augustus 
and those of JeSersoHj reqoirea amendment, 
in order to cODGolidate the industrial and 
^nancial resources of the Union to meet her 
livala as a 'world poweij the ConBtitution, like 
other human instruments, should be amended. 
This has been the secret of the preservation 
of the British Constibution. It has not been 
a set of rigid formuLia inscribed upon moul- 
dering parchment. The constitutioa has kept 
pace with the steady upward march of the 
British people, from the days when the bar- 
ons wrung Magna Charta from King John, 
nearly seven centuries ago, to the modern 
development of free suffrage at home, of 
supreme power on the oceau, and of the 
ability to dictate fiuaneial policies to the 
-world ; and its expansion to meet new neces- 
sities has never failed to respond to the en- 
lightened judgment of the directors of Brit- 
ain's imperial policy. 




IV 



CAN HEW OPEIJINGa BE FOUmi FOB 
CAPITAL ? 

The question "wliicli ia forcing' itself home 
upon every civiKzed people to-day hj wtere 
openiQ^s are to be found in the future for 
the productive inveatment of their saved cap- 
ital. For a score of years there hits been a 
tendency toward higher priceg for firfitrclaGs 
gecuiitiea and a diminishing return upon in- 
vestments. Only within the past two years 
have higher discount rates appeared in Ger^ 
many and other continental countries, rais- 
ing the hope that new fields for investmeut 
were absorbing a part of surplus capital. 
The vital question was discussed with much 
learning at the January meeting of the So* 
cieiiy of Folitical Economy at Paris, whether 
this relief was permanent, or waa only an 
eddy in the downward course of the rate of 
intereBt. It was pointed oat by Profesaor 
Client Joglar that^ while many European 
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securities were eelliD^ at prices lover than 
when they were issued a few years ago^ indi- 
catdug a rise in their interest-pay id g* value^ 
the return upoD Austr^iUaii and Amenean 
Becorities had permaceutly fallen from six to 
four per cent. 

The discusaiou of the small returns upon 
saved capital and the absolute nGcessity for 
new opportunitieB for its investment marks 
an important turniug-point in economic his- 
tory, It is not the first time that the supply 
of capital has outrun the liuiits of effective 
demand in sound iuvestmentsr and ha£ by 
its excess forced down the interest rate to 
a poiut which has caust^d heavy losses and 
alarm among the owners of capital. The 
economic history of the world has afEorded 
several periods of congestion of this sortf 
when it seemed that savings most be relaxed 
or new outlets for them found, unless the 
point of saturation was to be reached for 
saved capital, and state socialism was to su- 
persede the system of private saving. The 
congestion has on previous occasions reduced 
interest rates as low as those of the last few 
yearsj but never before has the aecumulation 
of capital been so enormous^ nor have so 
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many millions of individuals — those of mod- 
est Tneaos aa well as the typical *^ capitalist " 
of Bociahstic dreams — been confronted hj 
the condition that their saving must be 
greatly multiplied ia order to afford the old 
leturo, and that even such sayings as they 
had could with difficulty find saie lodgment 
ic productive eoterprisea. 

The essential question of the future, ro- 
garding the great accumulations of aaved 
capital, is whether they ehall continue to de* 
press interest rates to the vanishing-point, 
and at the same time create euch a competi- 
tion for safe investments that a large pro- 
portion of the world's savings will he stolen 
by company promoters and swallowed up in 
unproductive enterprises. The mere reduc- 
tion of the returns upon saved capital offers 
in itself a serious social problem^ independ- 
ent of the danger of unsound investments 
and the loss of savings. If the savings of a 
lifetime have heretofore been just sufficient, 
with interest at six per cent,, to afford a com- 
fortable maintenance for old age, they will 
prove pitifully inBufiicient with interest re- 
duced to three per cent.j and inadequate to 
avert destitntioa if interest should fall to 
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one or one and 3. Lalf per cent., as hfis aeemefl 
among th© poasibilitiea o£ the future. The 
necessary saving in capital would be four 
times greater, in order to obtain a comfort- 
able maintenance, ivith interest at one and. a 
half per cent, than at six per cent. 

While the increased earning power of 
civilized men by means of machinery would 
bridge a part of this chasm^ it would not 
solve the problem. If it should become prac- 
tically impossible for persons of small and 
moderate earnings to save enough during 
their years of active life to provide for their 
yeara of decline^ the civilized world would 
confront the problem whether saving for 
investment, among the laboring ma&ses at 
least, should nob be abandoned, and the sup- 
port of old age derived entirely from current 
taxation. Such a moderate step as this in 
state socialism — already well underway in 
Gennauy, and seriously discussed in Great 
Britain — might avert for many generations 
the congestion and consolidation of capital 
without sliaking the pillars of the existing 
social system. 

It is proper to Inquire, whether there ia 
not a prospect that new openings will be 
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{otmd for aaYe<l capital m the future wittout 
the reeonstr action of Boeiety. An answer 
in the affirmative can probably be givea aa 
to the iminediate future, and perhaps as far 
into the future as it is necessary for human 
foreeight to penetrate. It is essential that 
these ne'w openinga should be important 
enough to absorb considerable amounts of 
saved capital beyond the demands for the 
mere maintenance of existing means of pro- 
duction, and the incidental improvements in 
them which are required from time to time. 
It is not probable that the new openiuga 
will he sufficient to raise permanently the 
rate of interest in the near future; but they 
may stay its downivard course, M. Paul 
Leroy-Beaulieu, in disousstng this subject in 
"rEeonomiste Franjais" of January 28, 
1899, calls attention to the fact that there 
were interruptions in the downward course 
of interest when steam came to be generally 
employed as a motive power between 1850 
and 1S65, and again after the great destruc- 
tion of capital in the Franeo-Prussian war. 
But, te declares^ "after each of these inter* 
ruptions, the rate of interest again tended 
to decline tu a level lower than before^ so 
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ths^tj in taldng as the point of departure tlie 
beginning of the last quarter century or tbat 
of tho loat halE century, — the year 1874 or 
the year 1850, — it may be noted that the 
rate of interest has considerably fallen, nut 
in a straight line, it is true, hut in a broken 
line, and that never in oui history waa it ae 
low as in 1897," 

A reason for believing that openings for 
saved capital may be found in the immediate 
future without the reconstruction of society 
13 the fact that such periods of congestion 
have occurred before, but have been termi- 
nated by new demands for capital, caused by 
discoveries in the field of invcntiOD or by 
territoriaJ acquisition. The world may con- 
tinue for many centuries to go through the 
process of capitalization, consolidationf and 
the shifting to new peoples of commercial 
supremacy without the abandonment of the 
institution of private property, which seems 
80 essential to individual ambition and na- 
tional achievement- The faU in the earning 
power of capital permits the substitution of 
mechanical devices for human labor whenever 
the interest upon the capital required for 
a new improvement falls below the cost of 
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the labor ^hicb it replacee. Tbua fields are 
opened for capital whicli remaiaed closed 
ivIilIi) labor was the cheaper iiiBtrumeDt, and 
the labor rel9ased is free to seek higher em- 
ployments* Machinery, which is the fruit of 
saved capital, thus iavades new fields not only 
with the reduction ld tlie price of its manu- 
faetuie, bat ^rith the fall in the rental cost 
of the capital invested in it. 

The accumulation of saved capital is now ^ 
so much more rapid than it was even a quarter 
of a century ago, and the world is so much 
more completely equipped with the mechan- 
ism of productioiij that something more than 
a new invention or an important war will be 
required permanently t« raise the rate of 
interest* There are indicatiouB, however^ of 
several possible openings which may absorb 
surplus savings and a^ord a moderate return 
upon capital for several decades to eome. 
One of these is the general apphcation of 
electricity as a motive power ; a second is the 
extension of railways over the undeveloped 
countries of Africa and Asia ; and a third is 
tbe equipment of these countries with the 
machiuery of production. These openings 
for capital promise to absorb many millions 
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Africa and recent development in China, 
society was leacbiD^ the state of economic 
congcBtion portrayed by Mr. Brooks Adams 
in his inteieating -work, *^The Law o£ GiTili- 
zation and Decay," and his more recent article 
in the " Fortnightly Review" for February, 
1899, on " The New Struggle for Life among 
the Nations." The congestion has not, as 
he seems to helieve, very much to do with 
the supply of ^old and silver, the mere tools 
of exchange ; it has to do with the subject of 
exchangCj — the great mass of capital seek- 
ing employment, and unable to find it at 
home. 

A congestion of capital of serious propor- 
tions was threatened during the third and 
fourth decades of the century, as the result 
o£ the favorable conditions of ci\'il order and 
the growing use of labor^aving machinery 
in the textile industries which followed the 
Napoleonic wars. There appeared suddenly, 
however, several great outlets for saved capi- 
tal. The moat conspicuous was the building 
of railways, which demanded hundreds of 
millions, first in England and Franee, then 
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in America, and finally in tlie counttieB of 
Eastern Europe^ South America, Australia, 
and India. Interest rates rose under the 
prossuie of active dsmand for capital, and 
the outlook was og-ain roey for the profitable 
nse of aayings, whether of the lahorer or the 
merchant prince. 

Two powerful influences in accelerating 
the growth of available capital came into 
operation by the middle of the century, — - 
the full organization of credit and the devel- 
opment of machine productioct. The exten- 
sion of machine production so increased the 
power of the individual arm tliat if savings ^ 
were possible undsr the old conditions of 
hand hibor, the capacity for them became 
many times aa great under the new condi- 
tions of machine production. These sav- 
ings in the early yeara had lain idle in old 
Btockinga and bureau drawers. They were 
largely made in gold or ailver, withdrawing 
from active use without interest a part of 
the capital produced by arduous labor in 
the mines. But the bonks of England and 
France, which had stood almost alone down 
to 1850, were about that time imitated aU 
over Europe. Belgium was dowered with a 
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natioDEil bank; banks sprnog up m Spain^ in 
Italy, iQ the bttle states of Switzerland, and 
all OT9r Germany ; while in England and 
France fcbe groat monopoly banka of issue 
witnesHed the growth of potent rivals ui the 
joint stock banks and tlie credit aocietiea. 

Savings which, under earlier eoaditions, 
had lain idlCj until perhaps an amount equal 
to their entire Talue was consumed in the 
interest lost, became, under the new system, 
immediately available for increasing the ma- 
chinery o£ production and exchange at home, 
and swelling the fund to be loaned to new 
countries for the creation of railways, steam- 
ships, cotton mills, and public works- To 
put into mathematics the greater potency of 
a given unit of saved capital under the new 
syatem, and then to moltiply this by the con" 
stantly accelerating saviogs, is hardly within 
the limits of bcman capacity ; but it is obvi- 
ous that the slow acciimulatioDS which had 
gone on in early centuries were now multi- 
plied almost in a geometrical ratio as the in- 
creased savings of oue year went to develop 
the capacity for saving by the growth of 
machine plants and means of communication 
in the years which followed. 
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It is not Burprising that economic criBes 
of the gravest character have gro^m out o£ 
Jorced acljuabments to the new conditions. 
Consumption has far from kept pace with 
increased production. The average man of 
small means, content to live from hand to 
mouth a century ago, has hecome a capitalist, 
a contributor toward the construction of rail- 
Tvays in South America, Asia, and Africa, and 
a bidder on the world^s exchanges for national 
and industrial securities against the sons of 
the great Jewish hankers of the last ooutury- 

Capital can be aaved only in gold, in con- 
sumable goods, or in tiiosc permanent coctri- 
hutions to the machinery of production, — 
huildiugSj tools, and improyemonts — which 
are happily described by French economists 
as installations. The saving of capital in 
gold has practically ceased. The saving of 
consumable goods is practiced only to the 
extent that they are needed for immediate 
wants and in current processes of production. 
The saving of capital in permanent works 
has found an expanding outlet as new meth- 
ods of machine production have been devised, 
as increasing wealth has developed new wania, 
and as the State has availed herseK of the 
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growing wealth of the community to create 
highways, bridges, railways, harbors, and 
public buildings for the bejiefit of alh But 
these outlets have threatened for a moment 
to he choked. The rate of interest, in orderly 
societies, is the measure of the rehition of 
supply of capital to tlie Jemaod for it, and 
this rate has indicated in receut years a eon* 
stantly increasing supply in proportion to the 
legitimate demand for productive purposes. 

The saving of capital in permanent form 
has been greatly promoted by the issue of 
negotiable securities. These instruments 
have given a transferable character, approxi- 
mating that of money^ to property in almost 
all productive enterprises, because they have, 
like money, established a common denomi- 
nator in which such values might be expressed 
and transferred. So long as new productive 
enterprises can bo created by means of stock 
companies, the capital of the individual iloi?3 
readily from the reaervoixs of his own saving 
into the great channels of loanable capital. 
The difficulty which is disclosed at a certain 
stage of social development is an excess of 
saved capital over the opportunities for safe 
investment. 
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capital are intelligeot enough, upon the aver- 
age, to invest their savings chiefly in produc- 
tive entei-priBes rather than unproductive 
ones, while the productive enterprises consti- 
tute the chief means of investment* The 
prevalence of abuses in company promotion, 
great losses in unproductive enterprises, and 
the persifitent flotation of the stocks and 
bonds of projGcta which afEord no real pro- 
miae of adequate returns^ are not the results 
of a sudden accession of rascality in human 
nature, but merely of the great excess of 
eaved capital seeking investment over safe 
and profitable outlets. 

An interesting proof that the supply of 
capital has become so excessive that it is 
simply doubling upon itself without profit 
to its owners is afforded by the conversions 
of government^ railway, and industrial secu- 
rities in Europe during the last few years. 
M, Georges de Laveleye, who presents annu- 
ally in the "Moniteur des Interets Materiela'* 
of Brussels a statement of all the issues of 
negotiable securities for the year, expressed 
the opinion in 1892 that Europe was capable 
of absorbing from four to Ave thousand mil- 
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lions of fraries in new securities upon the 
average each year. The averap^e issues froni 
1886 to 1890 were 8,070,000,000 francs, and 
M, de Laveleye came to the conclusion that 
this was an exeessive mov<^nient, and would 
involve loBees and lir|uidation6. The issugb 
from 1891 to 1895, inclusive^ fell within his 
limit of the digestive capacity of European 
capital, hut 1896 showed net issues, exclusive 
of cooversionsj amounting to 9,129,054,150 
franca; 1897 showed iasues of 8,911,870,530 
francB, and 1898 issues of 8,902,776,660. 
It is the conversions which throw the most 
Bearching light upon the problem of excessive 
savings. These conversion a amounted in 
1894 to 12,641,200,000 francs ($2,450,000,- 
000), or more than double the issues for new 
enterpriBefl, and they amounted in 1896 to 
7,593,013,475 francs (^1,465,000,000). 

The remarkable fact connected with the 
conversions of 1894 was that the saving in 
interest to the issuers of the securities was 
119,433,000 francs ($23,000,000) a year, 
and this saviog was sufGeient to pay the 
interest on ail the new issues upon a two 
and a half per cent, basis. In other words, 
the savings of capital in Europe and other 
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Civilized countries in 1894, applied to the 

purcliase of new securities to the amount of 
$1,000,000,000 [5,173,448,035 franca), were 
absorbed 'witbout increasing the earning 
power of the capital invested. The situation 
in 1896 waa not quite so barren for inveatorfi, 
but the conversiona effected afforded a saving 
to the issuers of securities to the amount of 
40,000,000 francs ($7,740,000) a yean The 
ooTLveraions of five per cent, obligatious to 
four per cent, in 1894 were 3,145,000,000 
francs ($600,000,000), and the conversiona 
of four and a half per cent, obligations upon 
a three per cent, baeis were 7,000,000,000 
franca ($1,350,000,000). Most of the obH- 
gationa of solvent states and corporationa 
have been reduced to four per cent, or less, 
and their actual return to the investor at 
market pricee, in spit« of some recent fluc- 
tuations, has tended toward two and a half 
per cent* 

Strong proof that the ITnitod States have 
reached the state of excessive capitaliziition, 
unable to find productive investment at home 
in new enterprises, is afforded by the recent 
activity in floating the securities of industrial 
traats, and by the piling up of unused fuuds 
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in the banks. TLe common and preferred 
Rtock of trust {^nmbiaatioDS, organized and 
proposed during 1898, was given bj the 
" United States Investor " of February 11, 
1899, as $1,725,099,200, while additions to 
the list in the first two months o£ 1899, of 
$844,800,000, camtKl the total for fourteen 
mouths t^ 82j569j899,200. Those great 
comhinationa and iasuea of aecurities are 
symptomatic of two things, — tlie tendency 
to arrest orerproduction and rninous compe- 
tition by limiting production, and the eager- 
nesa of promoters to take advantage of the 
masses of idle capital seeking inve>^tment to 
transfer a part of it to their own pockets. 

Let 03 turn to the three enggested open- 
ings for the great masa of saved capital seek- 
ing investment^ and cunsider how great an 
outlet they afford, and how important it is 
that they shonld not be cloaed to the capital 
and enterprise of the great producing coun- 
tries. The three outlets named were the 
application of electricity to motive power, 
the building of railways in undeveloped eoun- 
triea, and the further equipment of such 
countries with the machinery of production 
and intercommunicatitOQ, 
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It is obvious that capital should be given 
free entrance into all these fields, iu order 
that it may not be shut np to feeding upon 
itself J without increased earning power, as is 
coining to he the case in the great capitalistic 
conntrieB, Protective tariffs have not here- 
tofore been raised against Dapital, and the 
countries most in need of development are 
not likely to bar foreign capital of their own 
motion from their limits. But capital as well 
aa trade '^ follows the flag '* to a large ext^nt^ 
because under the flag of its own govern- 
ment, or that of some civilized and responsi- 
ble state, it finds the g^uatanteo of security 
and respect for contracts which make possible 
safe investments and uninterrupted industrial 
and commercial growth. 

The application of electricity to motive 
power is likely to absorb a large amount of 
capital within the next one or two decades, 
without involving cousiderations of national 
poHcy. The railways of the world, with a 
capital estimated by Mr. Mullhall in 1894 
at £0,745,000,000, may be called upon to 
replace that portion of tieir capital invested 
in locomotives by new machinery at a coat 
of several thousand millions of dollars. The 
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creation of electric »tr«et-car lines is already 
exteDdmg over Europe, and M. Fouraiet de 
Flaix declared, in the *' Revue des Banquea" 
for November, 1898, that the Paris Exposition 
of 1900 wonld draw iU chief attraction from 
the various modes of applying electrieitj to 
locomotioD aud production. 

Statistics at the beginning of 1898 showed 
2289 kilometrea;(1420 miles) of electric roads 
in Europe, with 4514 motors. The General 
Electric Company of Germany uow employs 
12,000 persona, and during 1898 increased 
its trackage 329 kilometres, and the number 
of its cars from 1343 to 1861. The capital 
for these enterprises has already been obtained 
without any marVed effect upon the exL>iting 
eupply seeking investment; but this ta only 
the be^nning, and while the change from 
steam to electric power will come gradually, 
and will be met to some extent out of railway 
and factory earnings, the demand for capital 
for thie purpoBo may be more potent than any 
single mechanical change within the present 
generation- 

The building of railways in undeveloped 
countries seems likely to attain within a short 
lime an ezteuraoii and importance almost 
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equal to tbe great outbreak of railway build- 
ing activity between 1850 and 1870. That 
pbeQomeDoii promoted the creation of banka 
and tinance companies^ aud absorbed capital 
so rapidly as to raise the rate of interest 
materially above that which prevailed when 
Great Britain was loaning her surplus capital, 
early in the century, to the new couutrics of 
South America. 

The trans-Siberian railway, already well 
advanced toward completion by the Eussian 
government, and projected to stretch over 
4200 miles from the Ural Mountains to the 
Pacific Ocean, is the pioneer among the inter- 
continental lines. The governmeut had al- 
ready expended upon it, up to the close of 
1897, $188,000,000- The oonatrucdon of 
the trana-Sahariau acroaa ** the Great Desert," 
binding the French provin(;e of Algiers to 
the French colonies in Central AfricSj is one 
of the dreams of French ocouomists and 
atatesmen irbich eeems upon the point of 
being put into practical form. Englishmen 
in Egypt and South Africa are urging the 
creation of a line " from Cairo to the Cape," 
which will almost equal the traDS-Siberiaa in 
its length, and will surpass it in the savage 
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character o£ the country through which it 
will paaa. Concessions have been granted 
by the Turkiab goverDraent for a line from 
Tripoli on the Mediterranean to the Persian 
Gulf, with branches esteudinp into Feraia, 
which will reduce by five days the time be- 
tween Brindtsi in aouthem Italy and Bombay 
in the heart of India. Intensions of this line 
might aSord a powerful counterpoiBe to the 
traus^iberian, and increase tbo facihties of 
England for protecting her Indian empire 
against Bassian aggression on the north- 
China is on the point of being gridironed 
with the means of radway tranaportation* It 
is the result of inevitable econoniie tendencies 
that Great Britaiuj France, Grermany, and 
Russia have been contending for the privi- 
lege of advancing the capital for these great 
worksj and have almost gune to war for the 
political preponderance and commercial influ- 
ence which this privilege involves. A recent 
publication of the Prussian government sets 
forth that Asia, the ^eatest of the continents 
and the most largely peopled, has but 26,890 
miles of railway, — about one aixteenth of 
the mileage of the worlds This condition is 
rapidly changing. A list of operating and 
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projected lines in China, in tto *'Eevuc des 
Banques '^ for November, 1898, names six 
lioes under Englisb control, one Anglo-Ger- 
man, one Anglo-Italian, two Gennanj four 
French, one Franco-Belgian, andfour Ruaaian 
lines, including the sections of the trans-Sibe- 
rian. The construction of these lines will 
call for many millions of British, French, 
German, and American savings, and ^nll 
help to postpone the further fall in the rate 
of interest- It is doubtful, however^ whether 
all these lines will at once prove remnaerativej 
and whether investors will not suffer again 
some of the losses which resulted from Brit- 
ish investments in South America in the 
twentiesi and from later ventured in American 
rnilwajs, Australian banks and land^ and 
Western farm mortgages. 

Those investors are likely to be safest who 
have a government gTiarautee, by means of 
a public loan, for the interest on the invest- 
ment, whether the particular enterprise for 
which the loan is placed proves successful 
or not- An important feature of the pre- 
sent policy for finding safe investments for 
national capital ia the control of the field 
of investment by responsible governments. 
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Manj of the great loana in new cocntriea, 
early iu the ceutury, and even down to re- 
cent times, like those in tlie Argentiue Ke- 
publio and Hayti, liave been made chiefly 
to revolutionary govemoients, wliere unnise 
fiD as eiering^ official corruption^ aad the adop- 
tion of an iiTGdeemable paper Guirency have 
Tffrecked businesa and frightened away for- 
eign capital. A new era is opening foreuch 
investmentSj under the protection of xespon- 
mble powers, whether a direct guarantee of 
the interest is given by tlie powers them- 
selves, or reliance is placed upOD the govern- 
ing capacity of the men of the Anglo-Saxon 
r or other European races, who eseroise indi- 
rectly the control over the finances of the 
protected country. Already the powers have 
intervened in Egypt and Greece for the 
creation of boards of control, which see to 
it that the taxes are honet^tly collected, that 
the interest on tlie public debt is paid, and 
that the funds obtained are not diverted from 
their proper uses to the pockets of corrupt 
ofhcials. 

Egypt was found by the powers a finan- 
cial wreck in 1881, but under the ef&eient 
directioc of Lord Cromer, British adviser 
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of tha Khedive, I^yptian securities liave 
become among the safest ^hich &re quoted 
OD European bouTBea. At the close of the 
■war with Tuiiey Greece foimd herBelf prac- 
tically backrupty with her fiectiritiea depre- 
ciated, and her forced paper currency at a 
Leavier discount than before the war. The 
iDtervetition of Great Britain, France, and 
Kussia, with the appointment of a board of 
control to supervise the proper collectioo of 
the tasGs and the payment of interest on the 
debtj promptly put hor upon a solvent bosia* 
A loan of 155,000,000 frauca ( $30,000,000) 
was issued under thf^ guarantee of the three 
powers, at the rate of two and a half per 
cent-, upon which a slight premium was 
charged. Notwithstanding this low return 
npon the capital invested, the amount offered 
at Paris— 41,500,000 francs (^8,000,000) 
— waa subscribed twenty-three times over by 
1387 subBcribers. The deposits made on be- 
half of Bubscribeis at the Bank of Prance were 
196,679,000 francs, and the amounts sub- 
scribed for were 987,809,475 francs ($190,- 
OOOjOOO). The British government baa taten 
a somewhat different course in regard to its 
own dependencies by a biU> now pending, to 
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give the guarantee of the homo govemmeot 
to the colonial loans o£ the crown coloniefi. 

All these plaus have this feature in com-* 
moD, — that they have behind them the 
moral suppoit of a great civilized atate^ cap- 
able of protecting the interests of its citizens 
by force of arms, and ready to do so if oeca- 
aioD requires- The government of adven- 
turers and financial frcobooters ia coming to 
an end in Europe^ Africa, and Asia, and it 
may yet be the mission of the United States 
to bring it to an end in portions of Latin 
America. 

Only hy the firm hand of tiie responaibia 
governing races, as Mr- Benjamin Kidd has 
so forcibly pointed out in his thoughtful 
TTorks oo social development, can the assui^ 
ance of uninterrupted progress be conveyed 
to the tropical and undeveloped countries. 
This duty, imposed upon the superior races 
by the evolution of events, if not by the 
moral order, affords the opportunity for the 
absorption of the surplus of savings not ap- 
plied to current consumption which is going 
on nnder the existing social system. Those 
who do not welcome the respondbihties and 
the opportunity which this dtuation creates 
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aro fostering the discontent withm the old 
civilized countnes which breeds social and 
political revolution. The excesfl o£ produc- 
tion of finish^ goods over effective de- 
mand, the creation of trust comhinatLOos to 
check production, the reeulting reductions of 
wages and of opportunity for the employ- 
ment of lahoFj — all these are the conae- 
quencee of Bhutting up capital to feed upon 
itself by closing the fields for new invest- 
Tnenfcs. 

The present production of finished goods 
far outruns the effective demand, &nd the 
investment of saved capital in new man- 
ufacturing plants in the producing countries 
simply divides or destroyu the small profits 
heretofore earned by the existing establish- 
ments. The owners of these plants are in 
many cases widows^ oqihans, and those of 
small means who are trying to save for a 
rainy day. They suffer more by the fail- 
ure of manufacturing and railway dividends 
than the princes of industry and finance. 
The latter are usually able t« take care of 
themselves, by such projects as the pre- 
sent multiplication of trust syndicates, whose 
securities can be unloaded upon tbe email 
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investor before their overcapitalizatioi) and 
barrenness of productiTe power are ascer- 
tained. 

Trust combinations for limitiiig produc- 
tion and reducing the number and wages of 
the employed are the only safeguard against 
destructive competition and the rain of the 
less perfected manufacturing plants, so long 
as outlets cannot bo found for saved capital 
in countries whose producing plant and means 
of communication are not yet substantially 
complete. It is useless to say that the capi- 
tal might be employed produetively at home 
under existing conditions. It could be thus 
employed if saving were checked, and the 
money now directed toward inveatmente were 
applied to the purchase of consumable goods. 
But such a change in the conduct oE the gov- 
erning races means a reversal of the lessons 
taught by five centuries of civilisation; it 
means the serious modification of the present 
social order, and the adoption of old-age 
pensions and other devices for applying the 
results of current productiou to consump- 
tion instead of saving for the future. 

The opponents of the intervention of the 
civilized countiiea in the undeveloped coun- 
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tries perpetually diBcuss the position of the 
supporters of interventioD, as if tihe entire 
demand on tiieir part were for new markets 
for finished gooda, and point out with truth 
that the eqmpment of the new countries with 
the machinery of production tends to narrow 
the market for the finished products of the 
old eountriea. But this ia setting up and 
knocking down a man of straw* The bene- 
fits to the old countries in the control of the 
undeveloped countries do not lie chiefly in 
the outlet for consumable goods. It is pre- 
cisely to escape the neceeaitj for the rednpH- 
cation of the plants which produce the goods, 
by finding a field elsewhere for the creation 
of new plants, including not only competing 
machinery, but the highways of commerce, 
— railways, roads, canals, and improved har^ 
bors, — that the savings of the capitalistic 
countrios are seeking an outlet beyond their 
own limits. It ia not the aBsnrauce that more 
goods can be sold which is needed by the 
Tnanufactarer so much aB the assurance that 
perpetually increasing savings shall not bid 
against his present production in hia own 
market, by the creation of rival plants, 
fiquipped with every improvement of mod- 
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era machinery, IncideJitally and for a tiane, 
political dependencies and " spheres of in- 
fluence " afford an enlarged market for iin- 
ished goods ; but the essential beoeAt of snch 
openings is the opportunity which they pr&- 
eent, under the guarantee of order and the 
Banctify of contracts^ for the productiTe use 
of the surplus savings of the masses of the 
people — laboring men, small merchants, and 
prof eBsional men, as well as great capitaliata. 
The c[ueBtion luay naturally be aslced — and 
has been asked by those who can make no 
other answer to this argument — whether this 
requirement of new countries for the employ- 
ment of saved capital does not bring the 
human race to a jumping-off place as soon 
as Africa and Asia are capitalized by the 
extraordinarily rapid processes which have 
marked the capitalization of the western part 
of the United States, Germany, and Eufisia. 
This question looks too far into the future to 
be capable of a precise answer. It does Dot 
necessarily follow, however, from the conges- 
tion of capital which appears to exist to-day> 
that conditioas may not arise within another 
generation which will work a revolution in 
the conditions of production. It may be sug- 
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gested, at the riak of penetrating into the 
domain of the fanciful, that vhen the f ood- 
suppIjiDg area of the world becomes circiim" 
scribed in proportion to population, — aa Mr. 
John Hyde pointed outy in the " North Amet^ 
ican Revievr" for February, 18G9j might be 
the caae in the United States in less than half 
a century, — great demands for capital may 
arise for the production of food by chemical 
processea. Already disttnguished chemistA 
are dreaming of an era when chemiatry shall 
banish agriculture from the field and fann» 
and when the interior heat of the earth and 
the warmth of the sun sliall be utilized to 
obtain the power now derived from the rap- 
idly fihrinking coal supply. 

The present geaeratioD cannot grapple 
with these problema^ aod is not required to. 
Thug far in the history of the world, mecbao- 
ical iuventtons, chemical diBcoveries^ and the 
development of the mechanism of mouey and 
credit have barely kept pace with the impep- 
ative needs of human society. Inventions 
and discoveries which arc not yet needed fall 
n^)on an unheeding world. The inventors 
and discoverers go to neglected graves, and 
wait for later generations to do them justice. 
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ThG prGSGnt generatioD can face only the 
ptobloms at hand, and the opportunities at 
hand for the maintenance of ita own social 
Hystem. These opportunities embrace the 
equipment of the whole world with a produc- 
ing plant, and with meanB of communication 
and eschange> which will raise the undevel- 
oped portions^ as far as may be, to the level 
o( comfort, producing powerj and civilization 
of the more advanced portionG. This ig the 
mission of the great civilized atates to-day ; 
and those states which timidly withdraw from 
competition with powerful rivals, either from 
defects in their political system or lack of 
commercial energy, will sentence themaelveB 
to the Fat^ of the decadent countries, lite 
Persia, Turkey, and Spain, — once masters 
of the world, but now the victims of the 
greater energy and foresight of the northern 
races. 
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The events of the last decade, and partie- 
ularly of the last few years, have required a 
roadjustment by economic thinkers of many 
preconceived points of view upon important 
subjects relating to industry and capital. It 
18 not so much that the masims of classical 
political economy have heen proven false, as 
that those upon which stress has heen laid 
during the effort to emancipate industry from 
mediaeval fetters have become of subordinate 
importance becauac their operation has oome 
to be modified by new conditions. 

The last few years have witnessed a re- 
markable expansion in trade and industry in 
nearly erery civilized country, which is caus- 
ing a larger volume oF production in propor- 
tion to population, and employing a larger 
capital than any previous development of the 
kind. The rate for the rental of capital baa 
risen upon every !^uropeaD money market 
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Iiigher than for many years. The great in- 
orea.s3 in the gold Bupply, which has added 
$700jOOO,000, or nearly twenty-five per cent^ 
to the gold currency of the world since 1892, 
seems to have been icefEectiTe in arresting 
the scarcity of money. Pricee of commodi- 
tiea have riaen in a Buxprising degree, and 
mills and factoriea have orders which cannot 
be filled ior many months. 

While this revival o£ industry, following 
upon the panic of 1803, bears much resem- 
blance to the revivals that have followed ear- 
lier periods of depre^ion, an important new 
element has gradually beooine a controlling 
factor in the situation. This is the widening 
of the Eeld of competition. This widening of 
the field has proceeded with accelerating 
pace during the last two centuries as the 
result of labor-saving machinery, swift a[id 
cheap methods o£ communication, and the 
great aeeamnlations of saved capital result- 
ing from the use of these improved instru- 
ments of production and exchange- The 
widening of the field of eSeotive competitors 
firat brought the producer into competition 
with his near neighbors^ then with the pro- 
ducers of the whole nation^ and finally with 
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foreign competitors oq a limited Gt^e on lus 
own soil. The condition TvLich now con- 
fronts him ia tlie necessity of seeking new 
outlets, whether for finifihed goods or saved 
capital} in foreign markets, where he must 
compete with other producers from without 
who have entered the Beld under the same 
stimulus as himself. This stimulus is the per- 
sistent human motive of tbe struggle for 
existence, and in this struggle no practical 
formula has yet been found to supersede 
that of '^ the survival of the fittest." 

These new conditions of world competition 
do not permit effective aid to the producer bj 
favoring legislation at home, except such as 
carefully removes restrictions upon the econ- 
omy aud efSciency of production. The home 
market is more than supplied by tbe exist- 
ing equipment of machinery and capital. 
The new market opening in the undeveloped 
countries will be won by the people sLovring 
tbe greatest efficiency in every department 
of production, — not merely in machinery 
and labor, but in the organization of their 
banking and carrying systems and their dis- 
tribution of the burdens of taxation. Local 
markets have been merged into a world mar- 



^ 




u 



121 THE UNITED STATES IN THE OEIEST 

ket, where the operator in goods, money^ or 
Becuritiea can place ordera or make Gales at his 
vnJl, in Londoiif Paris* Viennaj or New York, 
according as the news brought hy telegraph, 
telephone, or cable indicates that he can buy 
cheaper or sell dearer at any given moEnent, 
It ia in thia world market that the manu- 
facturers and capitalists of the United States, 
as well as those of England and continental 
Europe, muet hereafter compete with one 
another. Powerful influences have swept 
away the natural barriera to competitiou by 
making it possible to transfer goods at small 
coBt from the place of production to the re- 
mote corneis of the world. The reduction 
of railway charges and ocean freights lias 
followed the multiplication of lines of trans- 
portation and economies in railway manage- 
ment and steamship construction. One of 
the most Berious problems of railway comp^ 
tition at the present day ie the adjustmont of 
rates that shall be fair between communities 
which at widely varying distances claim the 
right to lay down their products upon equal 
terms in the same market. The difference 
of a few cents per box may determine whether 
California, nr Florida, or Jamaica, shall con* 
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trol the market for oiangea in New York. 
A simiJRr lii^er^Dce in freight from the 
West, as between New York or Newport 
News, may determine whieh city shall be the 
conmiercial emporium of the Western world. 
The breadth of the Atlantic is made '^a neg- 
liffible quality" by "export rates" which 
impose the same charges upon freight from 
the MiasisBippi to Europe that are made from 
the Mississippi to New York. 

The railway may thus, in a more emphatic 
sense than ever before, annihilate distances 
which exifit ; it also has the power to lengthen 
distances for all competitivt; purposes by hos- 
tile rates* These mighty engines of compe- 
tition, hitherto restricted in the main to 
Europe and America, are putting ''a girdle 
round about the earth." They are traversing 
the steppes whose sombre silence has been 
broken for centuries only by the horses' hoofs 
of Tartar robbers, or hy the march of the 
armed servants of Russian despotism ; they 
are marking China into a checkerboard by 
bands of steel; they are preparing to link 
northern and southern Africa together '*from 
Cairo to the Cape," and aDrosa the Desert of 
Sahara; and their victorious inarch from 
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Asia Minor acroes tha valleys of the Tig^ris 
and EupliratDs to tho confines of India pro- 
mises a more enduring conquest foi civiliza- 
tion tlian that of Alexander's armies. Under 
their competitLon the possibility of finding 
an exclomve market and F9tainin^ it againat 
rivaJa by the barriers of distance and diffi- 
culty of approach la becoming as vain as the 
fieaieh of the alchemist for the source of 
gold, or the quest of Ponce de Leon for the 
fountain of perpetual youth. 

One of the facta that has contributed to 
the mer^ng of local markets into a world 
market, and has changed the bearings of 
eome of the propositions of classical political 
economy toward the modern -worldj is the 
great accumulation of saved capital. This 
fact baa resulted in a permanent decline of 
tlie rate of interest on capital, in spite of the 
fluctuations of the discount rate which have 
for the moment earned the rental price of 
currency to a high figure. Saving no-w finds 
little outletj except in duphcating needlessly 
the existing machinery of production and 
transportation J or extending it in directions 
'where an immediate return in the form of 
dividends is not assured* 
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The reduction in the rate of profit from 
saviDgs ahould liave tlie effect, according to 
the play o£ classical economic k-ws, to dimin- 
ieh saving on the one hand, and by the lower 
rental value of capital make many enterprises 
practicable which were not so when the rental 
of capital was high. It is doubtful if the 
first of these supposed effects of low interest 
— the diminution of saving — will be felt to 
any serious extent in modem society. The 
instinct of saving is to a considerable degree 
independent of the earning of dividends. 
Hoards of gold and silver are comnioi] among 
the people of India and other half-civUized 
countries, where the capital lies buried in 
some hiding-place without yielding a penny 
of return. The expectation of dividends 
from investment is a modern phenomenon, 
which is only one phase of the passion for 
saving instilled by the evolution of civilized 
sofnety. Even if the tendency to saving 
might be somewhat impaired by diminished 
returns, there is a counter influence in the 
necessity for larger savings than before to 
obtain a given return, and there is a constant 
addition to the number of those mating 
savings under the tendency of growing social 
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wealth to swell the numbers of the well-to-do 
classes, and diminish the proportion of those 
in the lower economic strata. 

The diversion of capital to entetprises 
which would never have heen executed under 
high ratea for money b undoubtedly au im- 
portant Factor in absorbing the surplus of 
savings in modern society. Enterprises which 
would not have been thought possible a gen- 
eration OT two ago are now boldly taken up 
and carried through by private individuals 
and the state. Where aueh enterprise, how- 
ever, aupplant hand labor by the economy 
of machine production; the saving power of 
society is again increased^ and the absorption 
of capital in these new directions is offset by 
the new capital created and the labor released 
for other productive employments. Upon 
the whole, therefore, the oppoituuity for the 
absorption of the savings now going on in 
civilized society, in such a manner as to yield 
dividends upon investments, must evidently 
be found in countries that lack the equipment 
of Western civilization. 

There are great risks involved in such in* 
vestments, because of the UE^cet^sarily specula* 
tive character of enterprises which strike out 
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in new paths. Mistakes muat almoat inevi- 
tably be made in regard to supply and demand 
in adapting' to u^w peopli^a tb^ mechanigm 
whieb has met the neodB of older civili^tionB, 
Great Britain, the first of the modern capital- 
istic states to iiiake loans abroad, discovered 
these dangers when millions were swallowed 
up in the panic ci 1825 by bad investmenta 
in Latin America, and again in 1857 by the 
overcapitalization of American railways; but 
neither these experieDces, nor the reekleaa 
advances of the Barings in Ai^entina, which 
culminated in the crisis of 1690, nor the 
locking up of Scottish funds tn Australia in 
1893, have diverted English capital perma- 
nently from the hopcjful channels opened for 
its inveatment in undeveloped countries. 

The surplus of saved capital in modem 
society threatens to impair the force of tho 
classical theories regarding espenditure by 
the state Economists have for many years' 
protested against the astonishing growth in 
public expenditure and the negotiation o£ 
loans to meet it They have denounced in 
the strongest terms the doctrines that a pub- 
lic loan was only the transfer of the people's 
money from one pocket to tho other, and left 
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the state no poorer thao before. The classi- 
cal theories are Indisputably correct when 
applied to the relative poverty of society two 
or three generations ago^ or when directed 
agwiEt a policy which handicaps competing 
power by taxing industry unduly to maintain 
an overj^wn military establishment. From 
a philoaophical point of view, however, the 
increase in state expenditure appears to be a 
normal development resulting from the evolu- 
tion of modern society. The primary cause 
is the great increase in wealth, which permita 
the citizen to give up to the state, without 
feeling the burden, many times the amount 
that drove the subjects of Charles I, to rebel- 
lion, or impoverished France before the Kcvo- 
lution. Growing out of this increase of 
wealth are the double inBueoces of a greater 
sabdiviGion of labor, which throws upon the 
state many new funetions, without at all im- 
plying a direct progress toward socialism, and 
the birth of enterprises looking too far into 
the future to attract individual capital by the 
promise of an early return. 

The growth of social wealth permits addi- 
tions to the professional and office-holding 
classes of the community in a constantly ao- 



THE NEW ECONOMIC PROBLEMS 131 

celerating ratio. If the producing power o£ 

the commimity is barely sufficient t*> supply 
foodj elothing, and fikelter, the amount of the 
annual earnings that can be set aside for the 
employment of phyaiciana, lawyers, theatrical 
performersj aingerSj and authors is extremely 
small. If these classes exist, they will live 
the precarious livelihood of the hack writers 
and strolling performera of a century or two 
ago. When, liowever, the rate of production 
in a communtty is such as to afford a eurplua 
of capital above the amount required for the 
necessaries of life, the professional and of&ce- 
holding clasaes will receive a large proportion 
of this surplus. The better eare of health 
will afford employment for phyaiciansj the 
management of property will gire rise to 
litigation and afford incomes to lawyers and 
bankers, amuGementa will be more largely 
patronized to the benefit of actors and sing^ 
era, more books will be bought to the profit 
of publishers and authors, and the payment 
of generous prices for works of art will make 
possible a prosperoua class of sculptors and 
painters. Under such conditions the people 
will lcx>k without impatience upon expendi- 
turee by the state for librariesj works of art. 
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and tte manj branches of scientific invesbi- 
gabion wliicli are now pursued by civilized 
governments. Tbe rise of the standard of 
living, moreovGP, mil be accompanied by 
higber salaries in official places, and wiU swell 
the budget of the state far beyond its amount 
in earlier and poorer times. 

The subdivision of labor imposea new fimc- 
tiooe upon a state, largely because the indi- 
vidual citiz;en, absorbed in his own special 
work by the exacting conditions of the new 
compotitioUf is debarred from that general 
knowledge of markets, qualities of goodsj 
and prices which was possible for his ances- 
tors- Whatever may be the ultimate tend- 
ency of 3ucb legislation in paving the way 
toward socialism, it cannot be treated in its 
essence as socialistic nor as abridg'ing tbe 
freedom of the citizen. The citizen dmply 
delegates to his servants, intelligent special- 
ists in o£[icial employ, the functions which in 
a more primitive state he exercised for him- 
self, but with much less export knowledge 
and efficiency- 
It ia not necessary to carry the illustration 
of these functioDS into great detail, in order 
to indicate how largely responsible they are 
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for the increase of ofGoial budgets so much 
bewailed by some of the classical economists, 
Macy of tlieae expenditures by the state, such 
BA those for food inspectioDj street cleaning, 
and garbage collecting, are nothing more than 
the delegation of small items of individual 
CKpeuditure to public of&cials, who, by means 
of the concentration of the work, and in Gpite 
of the admitted inefEciency of ofBcialdom, 
render services at small cost which would oth- 
erwise wastefully absorb the time, thought, 
aud money of individuals. 

Coming to the broader problem of state 
expenditures for Important pubhc works, it is 
ob\dous that there are many such works which 
are not attractive to privato capital, because 
of the delay in reaping the profits from them, 
but which will a:Sord a substantial net gain 
to the community within a reasonable period* 
The works of this ckss are those requiring a 
good many years of preparation before the 
result's are realized, — what the French call 
works de tongue JiaUine. For such works 
the state is undoubtedly justified in nego- 
tiatiDg loans, if the beueEts of the undertak- 
ing are plainly shown. There are also classes 
of works whose benefits to the commimity aa 
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a whole ate plain, and may even involve the 
question of its aiipreinacy in commercial com- 
petition with other commnoitieBj but whose 
benefits are so minately subdivided that they 
cannot well be made the subject of definite 
eharges- 

Among the first of these classes of works 
are canala and railways in countries capable 
of derelopment, but not promising immediate 
returns to private investors at the rates which 
a railway would be permitted to char^. Sueh 
enterpriaea are not economically justifiable if 
they do not afford an economy over preexist- 
ing methods ; but railways are eompeUed to 
make their chargos upon a basis fixed by 
custom rather than just within the limits of 
the old charges for wagon or water service. 
In the second class may be found river and 
harbor improvementSj which may bo of great 
value to the community, but whose benefits 
might be nenfcralized if heavy tolls were lev- 
ied either by a private corporation or by the 
state. 

The ultimate test of tlie wisdom of any 
work intended purely for utility should be ita 
dividend-paying capacity, if the dividend can 
be collected from all who benefit by it ; but 
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vhere a commacity possesses sufBcient sut- 
plufl wealtli to accomplish important improve- 
ments, it m^y be simpler and more ecocomi- 
cal to distribute the benefita by taxation over 
the -whole community than to attempt to di- 
vide them into speeiBc tolls of inBiuteaimal 
amount and inquisitorial character. 

While those considerations appear to ju^ 
tify some relaxation of the rigid enforcement 
of the doctrines of lais^ezfairej there is no 
doubt that state expenditures and Btate inter- 
vention in private affairs are liable to grave 
abuses. The most severe scrutiny both as to 
objects and as to methods of state expenditure 
should not be relaaedj because the principle 
is admitted that state action may be justitied. 
In other wordsj the burden of proof should 
continue to rest upon those who ask for state 
interference or state expenditure in any given 
case, but the case should not be closed to 
argument upon the theory that tl^e action of 
the state conld not under any conditions be 
defended, even if substantial benefits to the 
community by its action should be clearly 
shown. 

The reduction of the return upon m- 
Tefltmenta raises a serious question, as haa 
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already heen sug-gested^ whetlieT a sjatem of 
old-age iBBarance will not soon Bupersede 
direct savings for old age by the working 
okasea. There ia some danger in applying 
to the earnings of the people a system oC 
taxation which may make production more 
costly than that of competing nations, but 
Germany has already taken some long steps 
toward oM-age insurance, and Great Britain 
is eerioualy considering the subject. There 
IQ an eoonomio advantage in this measure, in 
relieving the congestion of capital, because 
the amount required to support a laborer in 
old age is taten from current production 
rather than from the dividends on saved cap- 
ital. The substitution of the direct method 
of taxation for the indirect method of sav- 
ing can hardly diminish in any case the net 
funds loft to the laborer for the purchase of 
goods for consumption^ and is likely mate- 
rially to increase hia capacity for such pur- 
chases. The system of saving for invest- 
ment, with the purpose of applying only the 
income to maintenance duriog old ^e, locks 
up a much greater amount of capital than 
would be the case if the active laborers of 
to-d^y contributed their share from their 
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current cariuDgs to sustain the letired labor- 
ers, and relied upon similar asaesaments upon 
the active laborers of the future to sustain 
them ia their old age. 

It is probable that the removal of the mass 
of laborers from the field of those saving for 
iuvestment would diminish conbidf^rably the 
amount of capital seeking investment on the 
money market* It would, on the other hand, 
materially increase the demand lor consump- 
tion goods. Two or three generations ago 
such an adjustment of the relations between 
saviug and expenditure would hare been a 
calamity to Western civilization. The char- 
acter of the problem hns been changed by 
the increase in the amount of saved capital of* 
fered annually for investment. These offer- 
ings have swelled the supply of such capital 
beyond the amount that can be profitably m- 
vested, and have caused a permanent decline 
in the rate of interest. The withdrawal of 
the purchasing power of this savings fund, 
moreover, from the field of demand for con- 
sumption goods has added to the difficulty 
by diminishing the demand for such goods, 
while the facilities for producing them were 
being increased from the savings fund by 
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the duplication of manufacturing plants and 
lines of transportation. 

The natural eqiiilibrium between produo- 
tioQ and consumption, which ia one of the 
theories of political economy, is based buV 
stantially upon the proposition that all that 
one man produces ahall constitute a demand 
for what others produce. If a portion of 
one man's purchasing power is withdrawn 
from the market by being put in the form of 
a banking credit which ia not immediately 
employed as a demand for other goods, the 
Bupply of goods exceeds the effective demand, 
and this condition is carried in 6ucc6Bfiive 
waves through every industry, causing over- 
production, stagnation, and commercial con* 
vnlsions- The essential dif&culty is that 
production ia diverted by un remunerative 
investments into wrong channela, and those 
who have thus employed their aavingH are 
deprived at once of the dividends which they 
expected, and of the couiforta they might 
have enjoyed if they had eschewed saving 
for the increase of the comforts of life. 

The dividing liue which shall maintain a 
really healthy equilibrium between supply 
and demand ia found in an amount of saving 
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Bnfficient to restore the wear and tear of 
the existing equipment of production and 
exchange, provide new equipment for the 
increase of population and business, and 
afFord a fond of free capital for tiiTestment 
in really profitable new devices for Baviog 
labor and increasing production. When the 
amoant of saved capital passee this point, 
the result is disastrous to individuals) if cot 
to the whole community. 

The theory of the classical economy is 
well founded, that gooner or later society 
will pro&t by the reduction of the interest 
rate, because this reduction will permit the 
employment of capital in directions where 
it could not be employed when the rental 
of capital was high, and will thus increase 
the sum of comforts placed at the com- 
mand of the community. Experience has 
8hown, however, that when saved capital 
accumulates rapidlvj the groping after new 
uses for it, especially within the limits of a 
■well-developed industrial comjnunityj causes 
waste and disaster. The process works with 
so moch friction, and inflicts such gerere in- 
jury by destroying commerdal confid^iee, 
ing production; and thereby throwing 
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laborers out of employmentj that checks to 
thfl procesa of capitalization or new outlets 
for capital must be found to maintain healthy 
conditious. The establishment of old-age 
insorance, upon a scale broad enough to divest 
the system of any aspect of almsgiving aad 
make it a part of the eatablished economic 
order, would tend to restore the eqnilibriuuL 
between production and consumption by di- 
minishing the amount of new savings seek- 
ing investment in fields already occupied- 

The appearance of all the great industrial 
nations lu the field of competition for foreign 
markets imposes upon each the duty of or- 
ganizing its machinery of competition upon 
the most economical basis. This requires not 
Toerely the adoption of every labor-saving 
and money-saving device in mechaaica and 
^anspoitation^ but the adjustment of the 
financial and fiscal systems so as to impose 
the lightest tetters upon industry. Conaoli- 
dation of small plants is one of the natural 
results of this new order- This form of 
organization cannot he carried beyond cer- 
tain limits without neutralizing its benefits^ 
but within thoae limits, vrhcre combination 
permits production at diminished coat and 
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economy in distribution, the induHtrial rajnilii-- 
nation can be Btamped out only at tUe eoMt 
of crippling national competing power. It 
is the widening of markebs which is reBpon- 
sihle in a large meanure for combinations 
among producers. The trust — wliere it ie 
a natural economic growth, and not meroly 
a gambling ventnre by gpeculators who live 
by their wits — is simply the conibiiiation 
of several small establishments, in order t^ 
secure greater economy and efficiency in the 
machiiiery of productiOD. Such economjr 
and efficiency become of the highest impor- 
tance There more goods are produced at 
home tbao can be sold for a profit, and the 
sorplos has to be Bold in fureigu markets. 

The necessitj of seeking foreign markets 
for snrplus products operate to some extent 
to check tL« power to fix pnoes far aixrve 
the point determined bj coet vf produetioa 
aod l^itiinat« profit- The immuoi^ frora 
eoa^peUtaon at home which u s^icunrd by the 
trtnt, whether under the &helt«r of fecial 
tstarrr by law ur not^ if hjet what Jt« products 
m«et th« sinuW products of oiher naduus in 
the iuMgu fielcU While an intenaCiBMl 
fhiBTrti^ i& t«tftr&ial of trade is comflhr- 
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able, it is not easy to perfect in the case 
of nianuEactured goods, in view of differ- 
ences in lan^af|^9f ra^ materials, styles, cost 
of transportation, methods of bankiag and 
credit, and the other conditioas of produc- 
tion. The price then has to be brought 
down to the actual competitive price- A sur- 
plus may eometimea be unloaded at a lower 
price abroad than that for which the product 
is sold at borne, but domestic prices must in 
the long run boar some reasonable relation to 
foreign prices charged by the same producer 
for the same goods. In the foreign market, 
therefore, under modern conditions, the trust 
combination must prove its right to live by 
ita ability to undersell its rivals. Whatever 
modification may be required by eircum- 
stances in the application of the old doo- 
trinea of political economy, there is nothing 
more true in the long run than the maxim 
that " speculation succeeds only if it reuders 
a service, — when it has foreseen a future 
need and satisfied it." 

The [)ower of industrial combinations may 
require regulation by the state for political 
reasons, but all such regulations should be 
kept within the narrowest hmits which public 
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policy will permit- TaxatJon sliotild be so 

adjusted that its burden should not be felt 
upon the free movement of capital from one 
indi^tiy to another. Exom this point of 
view, taxes should be laid upon wealth aftsr 
it is earned rather than in process of employ- 
mant as a part of the machinery of produc- 
tion. An income tax, however oppressive iia 
rate, could not essentially change the direc- 
tion of industry in a given conunuuity, be- 
cause it would fall only upon net profits. If 
it had any influence in diverting" capital from 
one industry to another, it would have only 
the le^timate economic influence of reducing 
the net income of those engaged in the less 
profitable industries to the point which drove 
them into the more profitable, and therefore 
into those to which the natural producing 
capacity of the country waa beat adapted- 
Any tax falling directly upon indnatryj or 
upon capital in active use in manufaetui- 
ing or transportation, even though the net 
amount exacted from a given individual or 
corporation were not jrreater than under the 
income tax, might give a harmful tendency 
to the natural direction of capital and indne- 
try by falling too lightly ou some and too 
heavily on others. 
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In the field of finance, the necesBitj of 
unfettered movement for the money market 
and the people who expect to compete suc- 
cesisfiilly witli powerful rivals suggests that 
the fewest possible restrictions should be im- 
posed upon the movement of capital. Taxes 
upon corporations should be levied upon 
their net profits rather than upon tlie trans- 
fer of their securities, and the laws regulate 
big the money market should impose no more 
than a nominal tas upon its transactions* 

The wisdom of this rule has been demon- 
strated within three or four years hj the ex- 
perience of several European money markets. 
Germany, under the influence of agrarian 
prejudice against tlie kings of finance^ at- 
tempted to crush dealings in futures on the 
stock exchange and the transfer o£ securities 
upon margins. France, under the influence 
of the official agents of exchange who have 
for a century had the nominal monopoly of 
Btock exchange operations, imposed restric- 
tions upon the traffic of the unofficial brokers. 
The result in both cases has been to send a 
great volume of bufliness to Bruaaels, where 
freedom of economic movement is unham- 
pered by restrictive laws. The great Pari- 
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sian Lanke have enlarged tlieir braachas 

in Belgium or established new oaes^ the 
National Bank of Belgium has hecome one 
of the greatest cuetodians id Europe of pri- 
vitte holdings of securities, and the railway 
systems which are equipping Rusda and 
China have been financed by Belgian Btook 
companies. 

The organization of credit is also a part of 
the mechanism of competition in which econ- 
omy, flesibihtj, and the highest eflBciency 
are importaut elemeats. The uation which 
maintains a currency that is &eed]«^ssly espen- 
sive hampers every part of the machinery of 
pioduction and exchaoge. A high rental for 
currency and for the use of capital imposes 
needless charges upon the conduct of all 
enterprifiea. EnterpriseB which might have 
paid a reasonable profit under a lower money 
rate cease to pay such a profit and may be 
driven to the wall by foreign competitors. 

This stifling of production, by the lack of 
the tools of exchange or an excessive price 
for them, may throw its pall over whole com- 
muuitieSj as is the case in the South to-day, 
from the absence of an elastic banking our-'^ 
tency. It is obvious that the absence of any 
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such tiling as monej would greatly hamper 
tliG excliauge ui proJuuts, cripple production, 
diminish tLe means for employiiig labor and 
the demand for it, and hopelasaly handicap 
the nation in such a position. It should be 
equally obvious^ with a little tlioiiglitj that 
an insufficiency of the tools of exchange 
would cause the same embarraasmenta in 
somewhat less degree- It is not additional 
quantities of " primary money " tliat ar© 
needed in industrial communities, but simply 
such an organization of the system of credit 
as shall afford an adequate equipment of 
credit money at the timea when it is needed 
for special purposes, Tvithout any other re- 
strictiou3 than such as are necessary to insure 
Quiformity and safety. From this point of 
view, greater freedom of banking issues, 
within the hmits of safety^ may be as vital 
for keeping labor employed to its maximum 
capacity as for ailording an indispensable 
tool to the capitalist. 

One of the remarkable phases of modern 
capitalism ia the derelopment of nations 
whose preeminent functions seem to be those 
of lenders, bankers, and carriers. The posi- 
tion which they occupy in the scheme of 
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international tratie has become bo radically 
different from that of the borrowing nations 
that the entire theory of " the balance of 
trade/* as once understood^ baa been upset. 
Great Britainf the most con&picuoua of the 
lending nations, ahows annuiilly an excess 
of imports of merchandise over eiports, 
approaching a thousand miUions of dollars, 
and this balance is £ai from rectified by the 
movement of the precious metab. This con- 
dition, according to the old mercantile the- 
ories^ should have denuded England of her 
gold and driven her people into bankruptcy. 
That nothing of the kind has occurred is 
not an impeachment of these theories under 
all conditionB, but simply a proof that con- 
ditions have arisen to which they are no 
longer applicable- 
Great Britain for many years sent her sur- 
plus products abroad, without receiving pay- 
ment in anything but engraved pieces of 
paper representing government bonds and 
corporate securities. The loan which she 
then made, trusting to the future for its 
repayment, is coming back in a shower of 
the world^s riches, in payment of the interest 
upon the capital she advanced to her colo- 
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Dies and other Btmgglmg young peoples, 
To-daj^ while Home of her irriters bemoan 
her agtictiltoral and manufacturmg decline, 
she GODtinuea to grow rich hy her three fune* 
taons of lender, banker^ and earner. 

Whetlier a cation can safelj BnbstitTite 
these intermediary functions for indepeodent 
prodaction may be a Bubje^^t for reasonable 
debate. The process may be carried too 
far, and may produce a statioDary condition 
of industry and invention which will finally 
relegate the capitalistic nations to the rear in 
the competition with the poorer indastrial 
iiatiouH, just as the great capitalist may ceaae 
to oxercifie the energy and thought which 
wore necessary to his earlier achievements, 
and enabled him iiually to distance his older 
rivals. But for mitny years^ at least, the 
Gflpitalistio nations, with a largo fund of sur- 
plus capital loaned abroad, will occupy a 
CODimanding position in the world's Bn;ince. 

It is by a natural evolution of events that 
they have become bankera, broters, mer- 
chante, and corrierB for other peoples. The 
nation, like the individual, as already pointed 
out, first provides for its most pressing needs, 
and in marketing its ra-w materials and but- 
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plus products avails itself of the capital and 
carrying reaouices of otLer peoples. It is 
only wben capital becomes redundant that 
competition can be carried on upon equal 
terms with those who are content with a. low 
return upon it. Under this disadvantage of 
scarcity of capital and high rates £or it, tho 
United States long labored in their effort 
to build up a carrying and banking trade 
outside of their own limits in coinpetLtion 
with nations content with a low return upon 
their savefl capital. Whether great political 
and economic ends will be served l)y levying 
taxes upon the community to create a mer- 
chant marine may be a subject for debate^ 
but even the demand for such action is not 
likely to he seriously made until the surplus 
of capital and low rates for money are upon 
the eve of bringing the natural equipment 
of the country up to the point where such 
investments might profitably be made out 
of private saviiigs. 

The average judgment of the unlearned, 
directed by the instinct of seK-interest, is 
sometimes wiHer tliati the reasoning that 
clings to abstract dogmas without regard to 
changes in conditions. It has been the fash- 
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ion for mauy years to rail at the support- 
era of tho mercantile theory as thougli tkey 
-were the most unreasoning and foolish of 
men. The mercantilists did, in fact, put the 
cart before the horse, to a ktge degree, by 
treating aB a cause of prosperity what was 
in reality only its symbol. They saw that 
the communities that accuuiiilated gold were 
those which were the most prosperous. In- 
stead of reasoning, therefore, that prosperity 
sliould be invoked in order to attract gold, 
tliey soDietimeB appeared to reason as though 
every efEort should be made to obtain gold, 
upon the theory that proepetity would be 
dragged at the chariot wheels of the yellow 
metal- It is doubtful if the more intelligent 
supporters of the theory took so crude a 
yiew, 67en if they failed to grasp all the 
bearingg of the problem. The element of 
souiidneaa in their position, which is gener- 
ally ignored by modern economists, lies in 
the fact that the precious metals are the 
most exchangeable of commodities- It is 
this that has led to their selection by a pro- 
cess of evolution, and not by mere conven- 
tion, as the material for money. 

Under the modem system, with the laws 
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extending over nearly every land the protec- 
tion of the sanctity of contracts and permit- 
ting a steady current of iudustry and wealth 
thpoug'h the various forma of raw material, 
labar^ and finished product, gold seems to 
have become almost the least important 
thing Id the elaborate mechanism of economic 
life. But at a time when contracts could be 
violated with impunity^ ivhen production was 
arrested by wars and by the interference of 
official tyranny^ when persecution drove the 
Jew, the Protestant, or the Catbolia in turn 
into exilcj there was a preeminent quality in 
the possession of gold which justified the 
preference for it shown by individuals and 
communities- It was the one form of wealth 
that could be readily transported, that could 
be securely hidden in small compass with- 
out injury by rust or time, and which never 
lost the characteristic of the highest form of 
valncj in epite of fluctuations in its purchas- 
mg power. The holder of gold saw his 
wealth appreciating when other things were 
depreciating, and if it depreciated when 
other things were rising in price, the fact 
was concealed by the feeling of abounding 
prosperity which reigned in induBtry. 
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The lesson that changed conditiona give 
a new aspect to economic problemsr even 
though they do not falsify old laws, eauDot 
be ignored in the period of economic revo- 
lutioD through which the world is paasing. 
The doctrines of laissez fairer consecrated 
a» they are by tlieir association with the 
emancipation of industry from mediaeval fet- 
ters, must be adapted to modem conditions. 
They will never lose their value as the fun- 
dam eutal principles of political economy, 
but the time has pa^ed when tlie functions 
o£ the state can be limited to those which 
were thought sufficient in the infancy of 
industry. 

The real problem for every modern state 
that hopes to compete for supremacy in the 
world's markets is the old one of so adjnstmg 
every part of the mechanism of its industrial 
and moral life as to obtain the greatest results 
from the smallest expenditure of labor. The 
classical political economy declared that this 
result was best attained by leaving frea play 
to every individual will and genius in the 
struggle for existence- Within certain limits 
this great principle can never be impeaehed. 
It is the underlying principle of all economic 
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life. But the principle of asHociation and 
cooperation also has a place in political econ- 
omy, and a place which has grown larger 
aa the family h^ been absorbed into the 
tribe, the trihe into the nation, and the na- 
tion into the industrial empire- 

This principle of association declares that 
there are aome things which can be better 
done by union among men than by the 
man acting alone. The modern tendency 13 
toward the specialization of talent, — the as- 
signment to one man of the work for which 
he is best fitted. The community in which 
^ this epecialisation is most perfect will produce 
the laigeat results with the least effort. Con- 
solidation in poiiticB and industry contributes 
to this end by concentrating work enongh of 
a special ckss for one man or group of men 
to do, instead of leaving each to perform 
indifferently a variety of functions. In the 
most primitive community, if distribution 
and credit could be organized, better results 
would be obtained if one aot of men devoted 
all their time to fishing, others to hunting, 
and others to boat-buildings than if each 
worked indifferently at all these vocations. 
If this is true under primitive conditions, it 
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is iDfinitsly more important imder the eevere 
conditions of modern competition. 

This necessity for specialization and con- 
solidation, in order to equip a people for suc- 
cessful competition in the marketa of the 
world, is the explanation of many of the 
tendencies of the last few years- The im- 
portance of reducing eompetiDg production 
to its moat efficient basis is the reason for 
the consolidation of induatriea, the growth 
of trusts, the abolition of middlemen, and 
for appeals to the state to clear the path of 
production and exchange of every needless 
obataclo. Larger freight cars, heayier loco- 
motives, freight tarifis which discrim.inate 
neither against individuals^ classes of goods, 
nor communitice; public docks and harbors 
deep enough for the largest and most eco- 
nomical transpoi'taj with adef[uate lighting 
and safeguarding of the coasts, reducing 
losses and the cost of marine insurance ; the 
adoption of a single monetary standard and 
the proper organizatioD of credit ; inniinier- 
able measures to protect and make definite 
business contracts, — all these are only steps 
in this process of complete industrial equip- 
ment. 
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iEven those expenditures bj the state whicli 
seem to liave the character of luxuries eerve 
tho same controlling purpoEe^ -when they do 
not impose undue burdens upon production. 
Technical Echools, works of art ivbich serve 
a,s the constant model for skill and beauty 
in industml woik, and even the higher edu- 
cation which gives breadth of view, keenness 
of insight, and accuracy of jtidgmeut, may 
all contribute toward the creation and perpet^ 
uation of a producing and industrial state 
whose eompetition will be irresistible in the 
struggle for commercial supremacy. 



VI 



THE TTtnTED STATBS AS A WORLD POWER 
KATUfiB OF THE ECOXOUIO ASSD PO- 
LITICAL PROBLEM 

Tetb appearance of the tJnited States in 
the circle of world pOTPers having- poases- 
BionB in the Orient^ although seemicgly sud- 
den and unexpected, has be^n a natural 
evolution of recent political and economic 
tendencies. The time haa come -when the 
intensity of the struggle for new markets 
and for opportonitioB for investment has 
forced the great commercial nations, hy the 
instinct of self-preservation, to demand that 
the field of competition be kept open, even 
hy the exercise, if necessary, of par^imount 
military force. In supporting this demand 
the United Statea will obey the motive of 
enlightened self-interest which actuates other 
producing nations. She cannot take any 
other course without condemnbg herself to 
industrial stagnation at home as well as to a 
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loss m prestig-e abroad. The appearance 
of foreign States as borrowers m the New 
York money market is one of the many 
sig'oa that the period, of economic isolation 
for the Unitod States is drawing to an end, 
and that she mast enter into the competition 
for the world market and into the £eld of 
international finance- 
In this contest the problem for the United 
States, on the economic side, ie to attain ihe 
greatest producing c^^pacity by the efficiency 
of competitive machinery and labor, while 
on the political side it is to keep open the 
opportunity for the free play of this compe- 
titive power in the world's markets. If 
commercial freedom were the rule among 
nations, so tli^it there could be no discrimina- 
tion gainst the most efficient producer, the 
industries of the United States would need 
no political support in the contest for com< 
mercial supremacy. But, by reason of the 
conditions which have prevailed iu the world 
from the beginning;, under which diplomatic 
finesse and military force have been brought 
to tbe support of national commerce, it is 
essential that those peoples who can produce 
under the best conditions should not be 
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deprived of the opportunity to sell in the 
world's niEirkets. This is the sigutficaiice of 
the economic and political problem which con- 
fronts the American people, and whicli makea 
important their foothold in the Phihppines 
as a lever for keeping^ open the door of 
China and for sharing in the development of 
Asia, 

Let UB examine a little more closely the 
nature of the contest which confronts mod- 
em producing nations, and discover, if pos- 
eible^ the beat way for winning and holding 
Bupremacy in tliat coutest. 

The controlling element of the economic 
problem is the greatly increaaed severity of 
competition. This is due to a combination 
of the factors which make up the complex 
conditions of modem industrial life. Among 
these factors are the division of labor,- the 
development of machineryj the growth of 
capital^ and the revolution in the means of 
transportation. The mere appearance of the 
locomotive and the ocean steamship as factors 
in production and exchange, while producing 
a retnarkable revolutiouj did not at once level 
the barriers between markets. Freight rates 
were much higher a gcnoratiou or a score of 
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years ago than they are at present ; and it 
required tlieir graduiil reduction to tbe uiiiii- 
mum coat of the service rendered to bring 
into play the full efEcieney of railways and 
canals in merging isolated local markets into 
a world market, seusitive to every flask of 
the electric wire kringing tke newa of a crop 
failure, a cabinet decision, an act of Con- 
gresa, nr tke declaration of a railway dividend 
in the most distant quarter uf tke globe. It 
required also tke adaptation of indoBtry to 
the new conditions before producers could 
begin to reack out keyond their own conn'- 
try- 
As Professor LiesGC declares, in his origi- 
nal and striking book, " Le Travail aus Points 
de Vue Scienttfique, Industriel, et Social," 
" Tke eoncontration of indnatries has been 
accompanied by a more and more extended 
expansion of markets. To local competition 
were added first that of the surrounding 
region and then that of the entire country- 
Pinally, in spite of econoroic fetters, compe- 
tition hafl become intern ationak" It is upon 
this international competition that tke United 
States are compcllod to enter, wkother tkey 
wish it or not, ky the conditions of their 
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icdushial deTelopment. Their production 

of fiuialicd goods and tlieir tnni of saved 
capital have overruu the needs of the home 
market. But in seeking to enter the world 
market this country finds rivals seeking to 
fence off particular portions for themselveaj 
and to frame the rules of the contest in such 
manner aa to take away the clement of a fair 
fight under the conditioua of economic free- 
doDi. How a contiueut has been thus fenced 
off is well set forth by Professor Schni-man, 
President of Cornell Univer^ty, in hia apeech 
oa " Espansion,'' before the Union League 
Club of Cbicago, on February 22, 1900 : — 

*^ In our blind idolatry of the MonroB doctrine^ in 
our devotion to the 0t«.j-at-hoine policy of the eigh- 
toQAth oontuiy, in onr mlonso desire to JL^oid edl intor- 
nstionaJ obligaitioaa, we have aJlnwed grv^aX tiations of 
Europe to p^tiJ^on out Africa amoiig theinaclves ajid 
exclndo AmcricatL products by mE^ana of discriminEitiag 
tariffs deviaed to Bscure for their own manufacturew 
a monopoly of the new marhels/' 

The conditions which confront the busi- 
ness 'world to-day are essentially the product 
of very recent years. Cheapness and swift- 
ness of transportation removed one of the 
insuperable barriers to the creation of a 
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"world market, but they did not in themeelveB 
create at. At least threo other steps were 
required — the organization o£ indnstry, the 
growth of a fund of capital sufficient for pro- 
duction upon a large scale, and the develop- 
ment of organized marbeta. It is because 
these are approaching' tlie goal of au organ- 
ized world market that the conditions of 
competition betwoon different peoples have 
suddenly become so acute that diplomacy and 
the sword are being invoked, on the one aide 
to secure exclusive opportunities, and on the 
other to preeerve equality of conditionsp So 
long as the American producer hmited his 
activity to the home market, and a compla- 
cent government lent him the aid of a high 
tariff to put bia experiments on a firm footing 
afi veil as to shut out sporadic competition 
after these experiments had beconie eatab- 
lisbed industries, it mattered little to him 
that Tunis or Mad^ascar had closed their 
doors to any trade but tliat of France, or 
that Kussia was gaining financial control of 
PerBia, and was trying to shut her rivals out 
of Turkey and to dictate the trade policy of 
Cbiua. But within a few years the eyes of 
the American manufaeturer have been Bud- 
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denly open9d to the fact that there is a world 
market in vphich he must be a competitor i£ 
he would dispose of hia prodacta and find 
labor for the thousands expecting it at hia 
hands, and that equal opportunities in this 
market can be preserved only by the resolute 
Bupport of hifi government. 

If the problem were a purely economic 
one, it could be solved upon purely eco- 
nomic grounds. Under this head alone, 
however^ there is much that is novel in the 
severity of competition- It ia evident that 
every factor which affects coat of production 
and transportation will affect competitive 
power. Such diverse tbiugs as the size of 
cars and locomotives, the rates for the loan- 
ing of money, the efficionoy of the currency, 
the prizes offered for the invention of labor- 
saving machinery, the freedom of transac- 
tions from needless restrictions and taxes, 
and the burden falling upon industry for the 
maintenance of the state and the army, will 
all be elements in determining the coat and 
efEcieney of production in any community in 
competition with its rivals. 

Transportation is one of those sciences in 
'^hich BCODomy and efficiency mean much in 
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the acuteness of modern competition. The 
American railway system is sufierior to that 
of European eountriGS already in the Gue of 
locomotives and of ears, and in cost of ser- 
vice. Aa a lule, European distances are so 
slight that economy in car-space, power, and 
freight ratefi has not yet become a controlling 
factor in the competition with America ; but 
every reduction in the coat of moving freight 
over the great distances in the United States 
increases the competiiig power of thiB coun- 
try. Profeasor Henry 1\ Newcooib, whose 
researches have shed so much light upon 
railway deTelopraentj sbowed^ in a report to 
the Department of Agricnlture in 1898, that 
the average revenue from freight per ton per 
mile on the railway8 of the United States 
feUfrom 1,613 cents in 1873 to 0.806 cents 
in 1896, a decline of 50 per cent, in twenty- 
three years. 

Nearly every year has contributed some 
new element to thia reduction of the cost of 
transpo illation. Steel rails have supplanted 
iron, train-brakes have reduced the cost and 
increased the safety o£ handling traiiiSj and 
(to quote from Professor Neweorob) ** the 
general use of larger locomotives has led to a 
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conBiderable increase m the average number 
of cars in eacli train, which has been accom- 
panied by a notable tendency bo substitute 
larger cars for those whichj in the natural 
Couiee of business, have to be replaced, thus 
increaaiag very materially the efficiency of 
the train as a machine for moTing conunodi* 
ties.'* 

The development of organized industry 
upon a large scale was a necessary prere- 
quisite to competition in a world market. 
The division of kbor, the use of expeuNive 
special machinery capable of producing 
goods far beyond the requirements of local 
marltetsj and reduced cost of superintendence, 
are among the elements in this organization 
of industry. The removal of the barriers of 
distance paved the way for production upon 
a large scale^ and for the development of these 
economies to the highest degree. It became 
possible for each industry to fiod a home, 
irithout regard to distance from its markets, 
in the community affording the best condi- 
tious for production — mauufactuiee of iron 
near the mines, and manufactures of textiles 
in the towns and cities where an organized 
body of skillful workers already existed. It 
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became poseiblo not only to traneport mate- 
rials greater diatanccs from the place of their 
origin to the place vrhere they were to be 
made up, but also to distribute Boished pro- 
ducts idth greater economy at long distances 
from the original place of manufacturei 

This specialization o£ industry was not 
acGomplished in a day. Tbe railway devel- 
opment o£ the world hardly attained Gerioua 
proportions before 1870, and was far from 
complete within the memory of men still in 
their prime. Professor Newcomb, in his 
work on "Kailway Economics/* calla atten- 
tion to the fact that in the United States 
" more than half of the present railway mile- 
QigG has been conBtmcted since 1880." In 
1870 this mileage was only 49,160. There 
was an increase of 70 per cent, to 1880; but 
even at tliat date the railways of the United 
States had a length of only 87,721 miles, 
which was destined to rise by 1890 to 163j- 
p597 miles. The growth since then has been 
less rapid, because the cquipmGnt of tkd 
country has been approaching completion. 

In France, the growth in railways in 
operation, exclusive of local lines and tram- 
ways, rose from 17,221 kilometres in 1872, 
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to 37,730 kUoniBtres iii 1900. In Russia, 
within the short period from 1887 to 1900, 
according to the " RusBian Journal of Finan- 
cial Statistics*' for January, the mileage of 
the state railways has risen from 2,928 to 
20j346 milea. lo the whole of Europe, ac- 
cording to an article by Professor Edmond 
Thexy in " rEconomiata Europeen" of Jan- 
uary 5, 1900, the aggr^ate of railways in 
operation increased from 134,591 kilometres 
on January 1, 1875, t^3 269,743 kilome- 
trea {165,000 miles) by December 31, 1898. 
When the very recent character of this de- 
velopment is weighed for a moment, it be- 
comes clear that the nations of tho ciyilizcd 
world are only standing upon the threshold 
of the world market, and that the struggle 
for its possession is yet before them. 

The development of industries upon a 
scale for supplying this world market neces- 
sarily followed at some remove the organiza- 
tion of the means of transportation. This 
organization reduced to a minimum the fric- 
tion Involved in bringing products into the 
world ma,rket. It remained to take advan- 
tage of these conditions by increasing the 
supply 03 the market widened and the de< 
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mand increased* How remarkable a ddvel- 
opment tias been witnessed in this direction 
within one or two decades was got forth in 
an address delivered at Chicago, on Febra- 
ary 20, by Secretary Gage- He pointed out 
that, while from 1870 to 1899, population 
in the United Statee increased by 100 per 
cent., exports increased from $392,771,768 
to $1,227,023,302, or 212 per cent.; pro- 
duction of wheat rose from 235,884,700 to 
547,303,843 bushels, or 132 per cent ; pig 
iron, from 1,665,179 to 11,773,934 tons, or 
607 per cent. ; steel produced, from 68,750 
to 8,932,857 tons, or more than twelve thou- 
sand per centi ', telegraphic messages, from 
9,157,646 to 76,805,175 in number, or 739 
per cent. ; poat-office receipts, from $ 19,772,- 
221 to $95,021,384, or 380 pop ceut; and 
salaries paid in public schools, from |37,- 
832,556 to $123,809,412, or 227 per cent- 

Tho last item ia one among many which 
are specially significant of the changed con- 
ditiona of modern life, because they illustrate 
how large a surplus fund is left for the 
employment of the professional classes and 
for ministration to higher ideals after full 
provision has been made for the exactiDg 
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condirions of the Btrug^le for existence. It 
is out o£ thia great BurpluB tliat large profes- 
BicDal salaries and gro-wiug taxes for public 
improFements are paid, with great beneiitg 
both to the eompeting power and to the 
higher life of a community, while leaving 
larger resources than a generation ago for 
the oecessarieB aud comforts of the working 
people - 

The accumulation of capital le another 
modem fact contributing greatly to the 
concentration of Industry^ by permitting a 
greater and greater diWsioti of labor, result* 
ing in the growing efficiency of the in- 
diridual at bis special task and a greater 
aggregate product from a given number of 
■workera. The growth of the fund of eup- 
plus capital bas made possible investments in 
machinery and manufacturing plaints which 
would not have been conceivable a few gen- 
erations ^0. It has been possible to make 
inveatmenta iu enterprises requiring a long 
time for their completion^ like transcontinen- 
tal railways, interoeeanic canals, and tunnels, 
for which the world could not have afforded 
to spare the capital when ita reaourcea were 
comparatively limited. 
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When the French railway system wae 
inaugaratect, in 1860, it required — in spite 
o£ the great progress which had been made 
in the use o£ Tnachioery and the saving of 
capital^— the intGrvention of the Bank of 
France to suatain the neceasary financial oper- 
aticns and obtain from the pubHc sufficient 
eubscriptiona of capital for carrying on the 
work. The amount of capital called for in 
any aingle year was not more than ^60,000,- 
OOOj which would he treated as a moderate 
single transaction in the financial operations 
of to-day. Regarding the tot^ capital of 
about $2,700,000,000, representing the value 
of the French railway system at the present 
time. Professor Liesse declares that ''even 
the holdest apirita would have heen aston- 
ished about the middle of the century if the 
possibility could have been revealed to them 
of assembling all this capital for a special 
object, without exhausting the available r&- 
sources demanded by all the other branches 
of progressive industry." But now every 
year witnesses nearly as large an offer as this 
of savings for the use of industry* The 
compilation of the new securities issued in 
the civilized world made up annually by the 
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"Monitear des Int^rets Materiels/' the well- 
known Belgian AnaDcial journal^ shows the 
amoimt to Lave been 9j129t054,150 franca 
in 1896, 8,911^70,530 francs in 1897, 
8,n02,776,660 franca in 1898, and 10,577,- 
406,5:^0 francs in 1899. The issues o£ rail- 
way and industrial secutitiea alond in 1898 
were 6^448,091,660 franca, and in 1899, 
6jB48,483,960 francs, or more than twenty 
times tbe amount nt«ded in France in 18G0 
to inaugurata the railway system of tho 
country. 

The manner in which tlie great fund of 
eavinga, groping for safe investment, is pil- 
ing up in civilized countries is indicated by 
a glance at the increase in deposits in the 
Enropean savings systems. Let ns take a 
few illnstrations at random : The Prussian 
savings banks increased their deposits within 
the five years ending with 1898 by abont 40 
per cent., or by a sum of more than $350,- 
000,000> The French private savings banks 
at the close of 1899 carried deposits of 
3,405,647,025 francs ($657,000,000), erpial 
tfi about $16 for each inhabitant of France. 
The impoverished people of Italy, sinking 
under the burdens of an excessive military 
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establishment and a foreign policy too am- 
bitious for the resources of the country, 
fihowed deposits in the ordinary and postal 
BayiDga banks at the close of 1899 amount- 
ing to nearly ^400,000,000, The savings 
of Belgium depositeil in the savings banks 
run much above ^100,000,000. Even in 
Russia, which is auSeiing under inda&trial 
depression and serious famines, the savings 
deposits in different classes of banks rose 
from 518,537,000 roubles on November 30, 
1898, to 580,331,000 roubles ($308,500,- 
000) by September 30, 1899. In the United 
States the growth of deposits in the savings 
banks was from ^549,874,358 in 1870 to 
42,230,3(>6,954 in 1899. 

So rapidly has this accumulation of money 
affected interest rates, by creating a supply 
of capital in escess of the demand, that coo- 
version of debts at a lower rate of interest 
was one of the most Htriking features of the 
money market and the stock exchanges prior 
to 1897. There was a hardening of discount 
rates in the latter year, resulting from the 
opening of new outlets for investment, in- 
cluding the nevf industrial activity in the 
undeveloped couutriea of Africa and the East- 
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This supply of Hurplus capital lias resulted 
in the creation of great bankiDg inBtitutionSj 
handling a speculative fond of thousands of 
millioDB of doUars, which often plays a dan- 
gerous part in the stock market when it is 
not loaned in the ordinary operations of pro- 
duction. This great fund shifts from mar- 
ket to market nnder the impulse of slight 
differences in the discount rate or the rental 
for gold; sometimes threatening as much 
damage to the small investor, who counts 
upon steady values^ as a cannon-baU let looae 
upon the deck of a rolling ship. The ahility 
to draw upon this fund ^t nioderate rat«s 
has, howover, permitted the constant growth 
of the concentratioD of industry, and this 
coQcentration has permitted great economies 
in methods of production. Towns and cities 
have sprung up at the waving of the magic 
wand of organized capital, and the creation 
of varied industries on a grand scale has 
brought about the hirth of various related 
industEiea. 

An important phase of the movement of 
capital is its iut^^rnatiunal character. In his 
interesting book, " The Evolution of Modem 
Capitalism," Mr. Hobson truthfully deciares 
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that " dealers in stock exchange aecuntiea 
and in the preciotia metals are in active, coa- 
stant competition at all the great commercial 
csntr^B of the world,'' International finance 
has become a power which diaregards houn- 
dariesj taken scant account of personal and 
claBB feelingHj and sometimes dictates terms 
to nations. In its ordinary functioiiQ, how- 
ever, its work is boneiicent. It governs the 
equations between values in different mar- 
kets bj sending capital to those markets 
where its rental is highest and, therefore, 
where its efficiency is greatest in ministering 
to the needj^ of the race. The tree move- 
ment of capital between international mar- 
kets, selfish and pitiless tm it seems to be^ is 
in reahty but the fluctuation of the barome- 
ter of need and supply, the appllcatioD of 
the law of greatest usefulness to the moat 
sensitive and responsive of the tools of mod- 
ern social development. 

It is not a matter of snrprisej therefore, 
but rather a natural result of this increase 
of competition^ that industry should attempt 
to throw up barriers for its own protection. 
While competition was local, the producer of 
moderate capacity could hold a local market 
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by the fixed customs o£ bia clientage, and hj 
tlie difficulty of bringing products from a 
distauce into competition with his. He may 
have made mistakes in buying raw material, 
and in employing' out-of-date and wasteful 
means of manufacture ; hut If be had no 
locEiI competitors^ or if they all pursued the 
same indolent and inefficient methods, he 
had nothing to fear from competitorfl from 
irithout. 

Cheapness and rapidity of transportation 
by land and water changed all tbia. Within 
the limits where freight cbarges did rot eat 
up economies of prodoction, the moat ingen- 
ious and up-to-date producer was enabled to 
find the spots in the world where production 
was le&» efficiently oi^ariized than his own, 
and to drive the local producer there to the 
wall. As these hmits set by the cost of cai^ 
riage became more and more widely extended, 
it came to be seen that the only defense 
against such competition was for the weaker 
concerns to surrender to the stronger, or to 
secure an agreement by which there should 
be a voluntary abstention of the one from 
entering the territory of the other, or a divi- 
sion of proEts or hnsineas. Thus the estent 
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and iutensity of competition due to the wid- 
ening of markets forced producers to turn 
to pools, cNpmbinationSj and trusts as a natural 
weapon of self-defense. The great corpora- 
tioDj poseeasiug the most ef&cient machinery, 
naturally superaedes the mere pool or trust, 
and contributes much more to the competing 
power o£ the community. 

It ia when tlio "trust" has swallowed up 
Its rivals for the control of tlie local market, 
and reaches out for the coutrol of foreign 
markets, that it seeks to bring political power 
to the aid of economic efficiency or inefB- 
ciency, and thus projects the problem of con- 
trolling the internatioual market into the 
field of world politics. It is thia atruggle 
between the great political powers of the 
world for bolstering np national economic 
power which constitutes the cardinal fact of 
modern diplomacy- The issue involved is 
aometiniea obscured hy motives which seem 
to be purely national and political, rather 
than economic ; but the controlling fact is 
coming home more and more to statesmen, 
even of the least advanced countriesj that the 
real basis of national power is capacity for 
competitive production. Henceforth, there- 
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fore, tka aim of national leaders promises 
more and more to become the finding and 
keeping of markets and fields for investment 
— in fine, the creation of national trusts 
vested with the power of taxation and with 
military and naval force for the object of 
seeking and holding excluaive markets on the 
one hand, and of increasing national compete 
ing power in free markets on the other. 

That this conceptian of the great state 
tnistj fusing into one mighty combination 
for distinctly economic ends all the indus- 
trial and military power of a nation, ia no 
figment of the imagination, ia plainly demon- 
strated by recent events. Conditions in 
Asia, Africa, and South America bear wit- 
need to its reality. As Senator Depew, of 
New York, so forcibly remarked, in a recent 
speech: — 

^'To relloTQ home coji^atioa^ AtarratioD, and revi> 
lutaoiiT England, Germany, and France are increodiitg 
their amuefl, enlarging their fleets, and either waging 
war or on the hvh of great conflictsT wliile partitioning 
Africa, threatening China, aeizLng Aamtic principaJi- 
tles, and madly bnilding raJh<oada aeroBs the continents 
of Amia and Africa. By victoriauH war and trinmphanl; 
dlplonucj we are m oar own temtorj within easj 
leaob, at Mmiila, of Chinftj Siam, Korea, An nam, the 
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Ea*l Indies, and Japan. ■Without war or entangling 
aUianceE» we vrill have equal rigbta witb other natioua 
to the ports of tbo Onoat, with all tbj^t it me&ns for 
tha demonstrated sapeHority oi oiit nLanufaetorea and 
the BurjiluH haj^vaats at our farutb." 

The keenness of international conipeti- 
tion for trade ia illustrated not only hj the 
actual colonml estahlishniGnts of the great 
powers, hut by the appointment of special 
commiBaionB to investigate trade conditions 
abroad, and by the effort to raise the consular 
service to the highest degree of efBeiency. 
Great Britain has Bent two special commis- 
sions to China recently to investigate the 
opportunities for trade there, and Lord 
Chailos Beresford has interested the world 
in the proposition that this great market 
should he kept open to free competition. 
The French government has sent two com- 
missions of merchant experts to Chinaj who 
have made reports of great volue^ which are 
kept under the seal of secrecy for the benefit 
of French trade. The Gennan government 
has taken eitnilar steps to open trade oppor- 
tunities, and sustains by its poHtical prestige 
investments of Gennan capital in hanks and 
railways in South America and Turkey, 
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The new Crennan railway in the province of 
Shantung is not only supported by a syndi- 
cato of the strongest German banks, includ- 
ing the D!sconto Cresellachaft^ but^ according 
to the '^Moniteur des Interets MaterieU" 
of December 3, 1899, is under the direct 
protection of the German Foreign Office, 
and will share ita earnings with the imperial 
government. The German Empire, more- 
over, through control of the railway system 
at home, oft'ere a system o£ differential ratea 
to her exporters, in order to enable them to 
increase their Bales of German products in 
foreign markets- The United States are 
awakening' to the necessity of org^inizing 
their consular service upon the basis oE 
merit ; and even Sweden, according to a re- 
cent consular report, has appointed a special 
commission to ascertaio in what manner 
Swedish consuls can beat farther the export 
trade of the conntry. 

But, perhaps, the most perfect example of 
the great state trust bringing to the aid of 
national competing power all the resources 
of military and political force is that of the 
empire of Ruaaia. On this point it is only 
necessary to quote the language of a eemi* 
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o£Scial Russiaa publication, joet isBued for 
the first time in Engliatj '^The Russian 
Journal oi Financial Statistics.^* Here is its 
definitdon of the economic position of the 
Russian Btate: — 

'^ RuBsLa, as & natlcn and a country, la far beHnd 
England in wealth, and America m productdveiieQe. 
In regard to AocuiuuJatad w«iJth, it is behind other 
flountrioH as well, v\i., France and Germiiuy. But iliw 
does not proveot tte BuBBtan ataie from being by for 
the potest economic tin/it an the Jhee of th& ytoie. 
It is tmer of f onrRe^ ^^'^ its nadonal debt, almost equ^ 
to that of England, is far lesa than the national debt 
of Fruifle, while ita railway-net is neither aa extensive 
nor OJt vaJnaLIe aa GSermany's. But, on the oth^r 
Itaud, if {rue tnma to its OflBCta, it idQ be aeon that the 
Buasian atAte occtipiea a umqae poeitioii. Aa a land- 
owner^ it draws an annaol net profit of 45 million 
roubles from Ita Foreats, mineB> and agncultoral prt^ 
perty ; the land it baa ceded to or purchased for the 
eammunitieB of ex-eerfa bring it in over SOO million 
ronblea ; ae a ccnatroctor and purchaser of railways, 
it IB boilding one of the longest lines in the worM, 
DJid works 2U,300 milefi of railway on ita own a«ODunt, 
the nRt profit on which, $6S»O(10,O0O, reprBHenta ana 
aeventh of that on all tba railways of the United 
Statf^S' Beaidea being a capitalist and banker, the 
RusfliAn fltcte is a metallargiaC and apirit merch&nt- 
Aport from ita banking operations, the Slate Treasury 
in 18i)8 recfaved over $850,000,01)0 into ib Mifofi, 
nearly 400 miUioiiB of which had nothing in common 
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with revenuti from taxatjun. Wlut private peraon, 
yrhaX family^ howDVcr fabnlooslj rich It maj be ; nhat 
railway company, bow«veT eztenrave its raJvay-iLet ; 
what truBt, CAn show figurea like tliRse? Even tba 
budget of sack a ccoiktr; as f rooce h outaUippeil b^ 
1200,000,000-" » 

The Russian Empire, therafore, mnj be 
described as the greatest " trust " m the 
world. From the natural attributes of gov- 
ernment monopoly it meets no opposition on 
Russian soil. Seeking to guard industry at 
home by high tariffs, and to promote com- 
petition abroad by distributing with a gen- 
erous hand in loans and bounties the gold 
derived from the infinite reaources of inter- 
natiunal finance^ and armed with absolute 
command over many millione of people, who 
are accustomed to ready sabmiasioD to the 
mibtary system, the Russian Empire repre- 
sents the greatest organized force which 
confronts Western civili2atiotip " Upon the 
highlands of Central Asia," as Professor 
Williams so tersely declared in a brilliant 
address before the American Academy of 
Political and Social Science, in April, 1899^ 

1 Thifl extract ia printed jnst rvs it appesrs m the Rus^iac 
pnblicnliati ia Kaglieh, except Ihal aatas la Eo^liflli pvtuida 
sterling are oonTetted into Arooricaa maaoj. 
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''have been bred in the pa&t the races 
which overran and dominated the civilized 
West; and where these awamiB were once 
raised other milliona may epring up in the 
future to obey the call of the conqueror and 
spread devastation among those more cul- 
tured but less lusty peoples who represent 
OUT race/' 

Ruasiau policy proceeds without interrup- 
tion along the lines of least resistance, but 
with many resources for removing obatacles 
where they are encountered. This policy ia 
directed by an educated and far-sighted auto- 
cracy, who keep steadily before them the end 
of making Russia the ruler of Europe and 
Asia. While emooth words drop from the 
lips of GuBsian ambassadors at foreign courts, 
the Council of Ministers at St, Petersburg, 
with its diplomatic and financial agents 
scheming in Central Asia, watches for new 
opportunities for extending Russian influ- 
ence. Frofeaaor Williams, in the article al- 
ready quoted^ written more than a year ago, 
declared — with a prescience which would 
have been wonderful but for the known con- 
tinuity of Russian policy — that, ** though 
for the time being there is little advertise- 
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ment of Roaraan Aam in the newRpapers, it 
is not likely that she has abandoned her 
earlier intention of aecuiing Turkey. Even 
Persia and India remain n'ell within the hori- 
zon of her ambition," These predictions 
have been verified by the creation of a Ros- 
sian bank at the capital of Peroia, which has 
advanced about $1S!,0U0,000 to pay off the 
debts of the empire, upon the condition that 
the cnatom-bouse receipts shall be pledg^ 
for the payment of interest on the loan. Aa 
the London "Statist" of February 3, 1900, 
well remarks : " The Loan Bank^ which is 
in reality a Rusaian state coucernj will ob- 
tain complete control over the custom-houaes 
of Persia, if the interest falls in arrear, and 
unless the whole government of Persia is 
reformed, it is perfGctly certain that the inter- 
est ■will fall in arrear." Obviously, remarks 
the English journal, "the Russian govern- 
ment has been quiet in availing itself of our 
tioubleB in South Africa, for it is hardly 
likely that onr Foreign Office would look on 
approvingly while these negotiations were 
being conducted, if it were not already too 
much occupied with more pressing inattera." 
Intrenched in Central Asia, Russia, with 
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her railway system completed, would be in 
a fitrate^Q poEitioii which would Bndanger 
not only all China, but also the Erkglish poB- 
sessious in India. The ChineBe-EaBtern rail- 
way, the eastern branch of the trans-Sibe- 
rian, cuts directly across the Chinese province 
of Manohnria to Port Arthur, which has been 
already leased by the decrepit Chinese ^v- 
ernment to the Russian Empire. OfEshoots 
from this railway, as it sldrtf the eonthem 
border of Asiatic Ruaaia^ Tfiil givo Russia the 
ability to mass troops at any point alon^f the 
British frontierj and to draw upon the mil- 
lions of hardy cavalry of the great steppes, 
almost in the twinkling of an eye, while 
Great Britain is moving troops and supplies 
by the circuitous water route through the 
Mediterranean, the Suez canal, and the ports 
of India- 

The scope of Russian plans does not stop 
with the completion of the trans-Siberian 
line. Already engineers are studying the 
preferable route for the trans-Caspian rail- 
way, which will lead direct from the boun- 
dary of European and Asiatic Russia through 
the heart of Persia, giving Russia a port on 
the Persian Gulf, and enabling her to flank 
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British India on tho weet. Only in the case 
of the Bagdad railway, which will be an es- 
teneion of the German lines in Asiatic Turtey, 
does Rnsaia seem to have been ont^ncraled 
by another power hungry for world empire 
and the opportunitiea for financial exploita- 
tion. How far-reaching aud wt^U advanced 
are Rassian plans for bringing WeBtern Asia 
nnder her political and economic system is 
set forth in a striking manner by Mr, Alex- 
ander Hume Ford in " The Century" for 
March, 1900, He sayg ; — 

^^TbiB oihtatioa boa been foreeeen by RoBsia for at 
least n genpnLtiaii. Like a bAnd, the palm of whiclL 
firmly jcu vera Siberia and Tranwciuijua, thu C?ji.r has 
planted his railway ByBtem in Asia. From tliia strong 
palm five fingers radiate, Etnd feel their way prepara- 
tory to cloHing ill fcir tliH rieict fimi granp. At present 
an apparently vreak and inHgnl^caat finger of Btcel L) 
gradnally shpping from its point of oomiDctioii with 
th^ potm^ in the Cancasua, towards Confitantinoiple ; it 
Las made Home progress* The next finger jUmost 
tonohea TehoTanf and ia gliding dovra throog-h FcTBla 
to the gulf- Tke middle iinger slips out frem under 
the palm at Merv, in Central Asia; it ha^ Ifiiidit-d 
HcrcLtT and, onlosa stopped, will aoon reach Kandahar 
and the Arabian Sea, toncMng Britiali India taasinfrty 
in the ribs near SarachL The index-finger, ftarting 
from Samorkaod, haa already readied tKo border of 
China." 
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It is obvious that with tto completion of 
tbi8 railway system Russia would be in a po- 
sitiOD, in case o£ war^ to dominatG Asia. Mass- 
ing ber forees roniid the Caspian Sea, and 
pouring reinforcements at short range and 
by quick railway runs upon any threatened 
poiiitj she would he able to imitate the effBC- 
tivG tactics of Napoleon's early campaigns, 
striking from a secure centre at the weakest 
points on the scattered lines of her enemies. 

When to this remarkable military position 
is added the power which a nation organized 
like Russia derives from the resources of in- 
teraational finance, some conception may bo 
formed of the economic and political engine 
which 13 being perfected at St, Petersburg, 
Finance, by the issue of negotiable securities, 
and by the shifting of these securities from 
one national market to another under the 
attraction of triiting difEerences in price and 
in the discount rates, has come to recognize 
no national boundaries or local obhgatioc!^. 
Among the most conspicuous of the so-called 
"international securities" are tho govern- 
ment loans and the guaranteed railway bonds 
of the Russian Empire. So skillfully has 
Russia appealed to ioTeators, and so steadily 
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lias slie built Tip her intemational credit, that, 
mtlim tte thirteen years from 1887 to 1900, 
as 6et forth in " 1" Economists Europeen" 
of January 26, 1900, she has increased the 
nominal capital of her deht by more than 40 
percent.,— from 11,619,439,000 francs to 
16,453,691,000 francs ($3,200,000,000),— 
"while the annual debt char^, including 
some contributaons towards the sinking fund,. 
actually fell from 278,591,000 roubles to 
274,612,000 roubles { J 140,000,000). The 
meaning of these figures is that the Bna- 
fiiau Empire has obtained from tlie inTesting 
community — and nearly all of it from the 
eavingB of Western civilization — the use of 
about a thousand millions of dollars for equip- 
ping her railway system, creating a navy, 
and strengthening her internal resources, and 
this without adding a penny to the amount 
which she was already paying for the use of 
a little more than two thousand millions. 

It is into the deep well o£ the world's in- 
vestment fund that Russia has been able to 
dip almost without stint for carrying out her 
imperial plans since she began to show her 
o&tentatious fiicndship for France, and since 
fihe anchored her credit to a firm foundation 
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by adopting the gold standard. It was the 
aTOwed purpose of M. de Witte, the resonrce- 
fu] minister of finance, who lias risen from 
a railvay employee at a flag^tation to odg 
of the most powerful plaoes in the world, to 
attract foreign capital into Russia hy put- 
ting an end to the regime of paper money 
and adopting the gold standard. 

Witliin three or four years, without hav- 
ing to wait to educate public opinion or to 
comhat the fallacies of popular agitatora, 
decree after decree waa issued which raiaed 
Russian paper money to a fixed rate of ei- 
change^ authorized gold contractB, accumu- 
lated the largest gold store in the world, and 
permitted the resumption of gold payments 
on demand. Within the three years from 
October 1, 1896, to October 1, 1899, the 
paper money in eireulation fell from 1,047,- 
600,000 roubles ($545,000,000) to 555,000,- 
000 roubles ($290,000,000), fully coTered 
by gold ; and the gold in circulattou rose 
from 30,300,000 roubles ($16,000,000) to 
662,300,000 roubles (8345,000,000), Never 
perhaps in the history oE the world was a 
calculated cause^ where so many diverse ele- 
ments were involved, followed so promptly 
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by tbe expected resnlt. Foreign capital 
poured into Buasia in a stream of gold and 
g-Qods which equipped miues and mills and 
factories with the resources o£ production - 
and within four years more joint stock com- 
panies were fioated than had been formed in 
& century Iwfore. 

If military and industrial livals are not 
to be fed upOD the great savings fund of 
W&stem ciyilisitiou, this fund must £ud 
employment for itself, and give employ- 
ment to labor in fields where its use will con- 
tribute to the ethical as well as the industrial 
progress o£ the world. If all markets were 
open, if all opportnoities for labor and for 
employing the fruits of labor were free to 
men of all nations upon equal terms, that 
nation would confess ita cowardice and decar 
dence which was not willing to trust its fate 
on the economic field to the eiiergy> inven- 
tive genius, and productive power of its 
people. It is precisely because certain states 
seem to fear this competition, and desire not 
only to deprive it of all conditiona of equal- 
ity, but to exclude its influence completely 
from undeveloped countries, that interven- 
tion is justified by those states which repre- 
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sent in tihe truest sense the political and so- 
cial ideals of Western civilization. To them 
is intrusted the solution of the economic 
problem by the demand on their part for a 
fair field for its working out, in vbich all 
peoples shall have an equal opportunity. 
Toward this great end the American people 
can afEord to devote their most strenuous 
efEortfl^ serene in the ffdth that under such 
conditions their own victory will be sure, 
and that they will serve the highest interests 
of civilization. 
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THE UNTTED STATEB Afl A WOELD POWER 
THBia ADVAHTAGB8 IH THE COMPETI- 
TION FOR COMMERCIAL EMPntB 

Haying dsflnod tho natare of the eco- 
nomic problem which confroots the natioDS 
m the struggle for commercial empirej it 
remains to consider the means for winning 
supremacy in thia struggle and the advan- 
tages and disadvantages uuder which the 
United States enter the conteaL The fact 
that the shutting up of markets, diplomatic 
intrigue^ and even the eword are factorB in 
the contest takes it heyond the purely eco- 
nomic field and seta it on a stage where the 
play of the great forces of passion, patriot- 
ism, and race coufiict give surpassing interest 
to the drams of world history. 

We have seen that intensity of competi- 
tion in a ^orld-wide market is the dominat- 
ing not£ of modern industrial life. We have 
seen that the highest eillciency of every fac- 
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tor in production is the only means of vnn- 
ning in the economic field, but that states 
which fear to trust tiieir forces in this field 
may throw the sword into the balance^ as 
Brennas tosaed bis blade upon the scales 
which weighed the gold to ransom Rome. 
It behooTea the nation, tlierefore, which 
would succeed in the economic contest to be 
prepared also for the final teet of force, 
which has not ceased to be a factor in the 
world's affairs. In dealing with the posittou 
of the United States in this contest, it will 
appear that they enjoy many advantages in- 
herent in the character of the race and the 
development of republican institutions, but 
that the very breadth of these advantagea 
involves some impairment of the unity and 
force which belong to absolutism. 

The question of the relative effiaiencv of 
the United States and their industrial rivala 
involves the factors of political organi^tion, 
natural resources, economic power^ and social 
development. Among the elements which 
reach into both the political and economic 
field is the modern tendency towards concen- 
tration. The old maxim, ''Id union there 
ia ettength/* is receiving a new meaning by 
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the movement towards gieat empires in the 
political field and husiDesfl consolidatioiiB in 
the economic field. The secret of Rusaia's 
present power ia not the ^eoJth of any dn^le 
part of her domain, but the vast extent of 
the temtory over which it reaches^ drawing 
race after race in Central Asia under the 
empire of the " Great White Czar/* and in- 
fipixing fiomething of the feeling which Mr. 
firyce says prevailed in the aacient world, 
'* that as the dominion of Rome was nuiver- 
sal, so it must be eternal." In any contest 
in diplomacy or in the field, the consolidated 
empire is likely to prevail over a loose alli- 
ance of smaller rivals^ because of its ability to 
strike heavily and quickly by consulting only 
a single controlling head* In the field of 
industry also the people which caa draw upon 
a wide field at home for its raw materials, 
find distribute them over a wide domestic 
market, without encountering the barriers of 
customs tariffs and differencea in the organ- 
ization of industry, will prevail over competi- 
tors whose narrow limits deprive them of the 
economies which come from concentratioD. 
The United States enter upon the conflict 
\J ■ for world empire enjoying a great advantage 
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over tlie democracios of antiquity and over 
the amaller nations o£ Western Europe- The 
extent o£ the domain of the repubKc^ em- 
bracing half a continent under a uniform 
policy of laws and eommeice, ia an impoitant 
adyantage at the outset of this contest. The 
movement towards concentration of political 
poiver and the elimination of email govern- 
ments has been advancing with rapid strides 
during the last two centuries. In the United 
States, the sovereign power of the States has 
been steadily yielding to the demand of the 
people that uniformity shall prevail through- 
out the territory of the Union. In Western 
Europe, the partition of Polandj the union 
of Austria and Hungary, the realization oE 
Italian unity, the creation of the German 
Empire under the headship of Prussia, are 
all symptoms of the centripetal movement 
which has extended from politics to indus*- 
try. Prof ess or Williams, of Yale University, 
in his address at the annual meetiDg of the 
Anierit^n Academy of Politieal and Social 
Science a year ^o^ asked this question : — 

** Ha,Te we any OREDraiice thsit we have reached the 
end of a readjuiitiutiut that lute clixuinateiJ tho JiomeH 
of Burgundji of Savoy, and of Fol&od from the map 
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af Eurirtpe, or t3mt such ^xistiiig enrviTals an Bfilginin, 
or Deumork, or Buljraria &re not desllaed Buoner or 
later to follow ill their train ? " 

^ He might have added that already this 
principle was receiving application in tlie 
British occupation of Egypt, tLe absorption 
o£ AJgeria aad Tunis by Franee, and the 
financml control of tho powers in Groece. 
And T^ithin a year after ho wrote, hints of 
German dominance in Hollanrl, continued 
eDcroachmente on the local rig'hts o£ Fin-* 
land, and the growth of the financial influ- 
ence of Great Britain in Portugal afforded 
new illustrations of this world tendency. 

The United States^ therefore, are follow- 
ing the Bome process of absorbing adjacent 
territory which began \Fith the organization 
of the Northwestern territory, the purchase of 
Louisiana, the acquisition of Florida from its 
Spanish masters, the absorption of the repub- 
lic of Texas, and the conquest of California, 
and brought the expulsion of Spain from Cuba 
and Porto Rico, While Eussia advances 
with giant Btrides in Central Asia, the great 
republic of the West is pursuing the same 
inevitable destiny, and tending tu put herself 
upon an equal plane for the contest which 
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Professor WOKams bo strikingly anticipates 
in the following pasBfige: — 

*' The maj>]iin«Ty of the n«w G«nti'aliuitio& ia eertaia 
to be moJ* elaatiE: as Jt wiU Tm mnre complex, the con- 
trol will be lena obviouB and direct ; but cofirdiuattDit 
of hitheito heterogensoas dementi under hoiqu pre- 
doTninant power b apparently oa inevitablp and neceB^^ 
Aary now &a it vaa then* In compana^n wiLh tho Toat 
extent of tho now sjetonif iha dumiun of ancic[it Homo 
shrintcs to almost In^ignif^oant diTnensronfi. The eom-^ 
aia.nd of tlm liabitAblcj glube is fur tho JithI lime la hie- 
toty poflQiblo to that power in "whoBt^ hondfi aro plooi'd 
the reeonrcee that insuie obedienpe^ whose capital is 
the centre of exc^hangas. Tlie j^rea uf \ta activities 
will embTftco not Europu and the Moditerrancan bo^ 
alone, but the eis continents and thoir oatlying islanda : 
its m3LfltBrshi|i »tuHl be eiLei^isetl nlihti lo all cuiuitriea." 

TliB coats of preparation for the eoming 
conflict are litely to be too heavy for any 
but the greater nations to bear. Italy and 
Spain are already sinking nnder tlie load ot 
military equipments out of proportion to 
their resources, and France, in spite of her 
steadily gro^ring wealth, is assuming heavy 
burdens. The French ministtyj in submits 
ting the annual estimates in January las^ 
proposed a scale of espenditure for new 
naval vessels amounting to 900,000,000 
franca ($175,000,000) for the period of 
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aeven years ending with 1907, Professor 
Paul Leroy-BeauKeuj in discussing the sub- 
ject in **rEconomiBteFran^MB" of February 
3^ VXfO, truly declares that with allowance for 
eontiDgencies this scale of expenditure, if 
voted by the Chambers, should be considered 
as a round thousand millions of francs rather 
than nine hundred millions. lie attributes 
this costly project to the aggressive imperial- 
ism of Great Britain in the Fachoda incident 
of a year ago, and deolares, for the benefit 
of the French people, that ^'the only con- 
solation, if it !s one, is that England will 
have to expend, if the South African war 
continues a little longer, three or four thou- 
sand millions of francs to subjugate or leave 
unsubjugated two tiny repubhcs, and that it 
will be necessary to Increase by three or four 
hundred million francs at least her permanent 
war budget," 

The Gennan ministry has been struggling 
with a hesitating parliament to secure an al- 
most equal expenditure, and the Russian Coun- 
cil of Ministers adopted not long ago a defi-* 
nite programme of naval increase extending 
over a period of years. The United Stntes 
have lightly assumed added taxes of $100,- 
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000,000 a year, and their people, except in 
iaalated cases of ill adjustmeatj scarcely feel 
the burden. 

Concentration of power, in order to permit 
prompt and efficient action, will be an ahaoat 
essential factor in the struggle for nvorld 
empire^ so far as the struggle is conducted 
in the political field. The people of the 
United States may have something to learn 
in this respect. A greater harmony of policy 
between the legislative and executive dt^part- 
ments of the government, and broad powers 
for the executive in dealing with foreign re- 
lations, need not be inconsistent with indus- 
trial liberty and the freedom of political 
dieeussioD at home. In this field an absolute 
goverumeot, like that of Eussia^ enjoys some 
advantages in its ability to make quick dect- 
siona and execute them without waiting for 
the slow lipeuing of public opinion. What 
is determined upon by the Czar and the 
Council of Ministers can be executed without 
consulting the slow processes of parliamentary 
legislation. 

An illustration of the power which abso- 
lutism. gives is afforded by the recent loan 
to Persia, made by direction of the Kossian 
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government on condition of the co&tro] of 
the I'ersian cuBtoms, at the moment vben 
the difGculties of Great Britain in Soiitli 
Africa were most acute- It is well sug^sted 
by the "Moniteur dea Intereta Mat^riela," 
tlie Belgian financial journal, that neither 
Great Britain^ inepite of her imperial policy, 
nor republican France, would be able to think 
of following aucb an example, and that even 
the Gerraao Empire drew back before tbe 
project of effective iuterventiou on a recent 
occasion, — the creation of railways in the 
Chinese province of Shantung* But the 
Buaaian government, drawing from the limits 
les« resources of international finance, throogh 
tbe medium o£ a new bank established in 
Persia, has been able, almost by the stroke of 
a pen and with only a trifling cost to the Im- 
perial treasury, even if the whole principal 
of the loan were lost, to acquire a dominant 
influence at the court of Teheran^ which will 
make Persia a Bussian camp in case of con- 
flict with Great Britain over British India* 
Already, within a few weeks after the com- 
pletion of the loan, it has been announced 
by a leading Bussian journal that Russia 
will " rent " a Persian harbor (as she rented 
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Port Arthur from China), in order to obtain 
an outlet to thtj ludiaii Ocean, 

In a conflict between two opposing sye- 
tema, like that of organized absolntism and 
competitive democracjj it ifi tlie usual rule 
that each borrows what is best from the 
methods of the other. The autocracy which 
governs the Eussian Empire appreciates the 
bene£te of intellectual freedom sulGcieutly to 
gather around the Czar in the Council of 
MinistoTB some of the best educated, keenest, 
and most far-sighted minds in the world. 
Freedom o£ debate prevails in those gatbei^ 
ings as to the merits of proposed polioies, 
aud the Itussian financial journals discuss 
with as much acnteness as those of any 
other country tlie economic inaxim.^ which 
should govern a progressive state. Thus the 
highest intelligence is placed at the service 
of absolute power, and measures are per- 
fected and blows are struck^ which rarely 
have to be retraced, in the field of economics 
or diplomacy. On tte side of a progressive 
democracy liie that of the United States, 
the lesson to be learned from absolutisoi is 
consolidation of kindred interests, unity of 
purpose, and promptness and efBciency in 




action. A democratic state, where education 
IS widely dLSiiaed;, ought at least to he as in- 
telligent as a despotism in following the eu^ 
gestiona of its most enlightened stati^emen 
and within the limits of national policy giv- 
ing free scope to their judgment in counsel 
and etBciency in action. 

In the field of natural resonrcesj both the 
y^ United States and Russia enjoy an important 
advantage over the older couutrieB in their 
comparatively unexhansted coal supply. A 
coal famine has prevailed on the European 
continent during the past year, and is hav- 
ing a serious effect upon the industries of 
Germany and even of Great Britain. Coal 
is as vital a factor in the warfare of industries 
aa in modem warfare on the ocean. It is not 
surprising, thereforej that the ^' Eeoiioiuistj" 
iu its lEsue of Februai^ 24, 1900, admits 
that "Europe's extremity is America's op- 
portunity, and she is seizing it.*' Mr. Frank 
H, Maaouj United States Consul General 
at Berlin, in a recant report to the State 
Department, declares that " Letters are re- 
ceived at this consulate from importers of 
English anthracite and gas coals, complain* 
ing of the meagre supply and high prices, and 
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asking to be pat into coninLuniGatioii ivith 
Amoticnn exporters o£ those gradea." The 
export o£ American coal to European mar- 
kets has become a recogniK^ business, and 
the English journal already quoted declares 
that '' America ia now permanently estab- 
lished as a supplier of the foreign coahug 
atatioDs/' 

Another vital point at ^hieh the equip- 
ment of the TJnitod Statea in respect to 
natural reaourcea givea them a controlling 
advantage is in the food supply. The culti- 
Tation of great wheat aiea^ has not been 
neglected in the development of manu&ctur- 
ing. The United Btatea are not only self- 
fiuffieing in this respect, hut by means of 
Bciendfic fanning upon a lar^^ scale they 
have been able to produce the staples of 
agricultural products as cheaply as any other 
nation. Thus^ in entering upon the domain 
of manufacturing for world competition, they 
start with unexhausted fields of coal and ade- 
quate sappliea of food at their elbow. They 
are hampered neither by the lack of proper 
distribution of their laboring force between 
manufactures and agriculture, nor by high 
prices of land^ which tend by increasing the 
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coat of £ood to rmaa the labor cost of pro- 
duction, while diminisliiiig iu other directions 
the consuming power of the laborer. 

Turning to the field of economic and bo- 
cial forces, it will be seen that the United 
States have little to fear in the structure of 
their industrial system from their foreign 
rivals. The elements of successful industrial 
competition, na already pointed out, are fonnd 
in the ui^e of capital at the lowest rental 
price, the division of labor to that extent 
which secures the highest efiEiciency in the 
individual and the ag^egate of individnals, 
the cheapest means of transportaticD^ and 
the eoncentration of industry to jnst the 
point which secures the largest output at the 
smallest cost. 

This list of the necessary elements for 
competitive production depends upon anothor 
of surpassing importance, which dominates 
all tiie rest* This is the eflUciency of the 
directing mind, — what the French call the 
entrepreneur. It is not proposed here to 
discuss the question whether the entrepre- 
neur under the existing organisation of so- 
cii3ty obtains a disproportionate share of the 
earnings of labor. What is vital to a com- 
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petbg nation ia that the rewards of his posi- 
tion^ whether tbej are large or small, should 
be sufficient to attract the minds cf the most 
intoDse application and the highest creative 
order. These results might perhaps bo ob- 
tained while greatly diminishing the present 
scale of rewards and imposing heavier bur- 
dens of taxation upon accumulated w^th. 
But the necessity of an entrepreneur of the 
highest capacity ia more vital to industrial 
success in the future than it has ever been in 
the pastf when competition was shut within 
limited marketa protected by local l^^ifila- 
tion. 

It is m this field, of ability for intense 
application, combination of ideas, and oig-an- 
ization upon a large scale^ that the traditions 
of centuries of political freedom and compar- 
ative economic freedom have given euprem- 
aej to the Anglo-Saxon peoples^ and espe- 
cially to the Americans. With them has 
been realized most fully that process of social 
development which Mr. Kidd declares t^^nds 
to raise the rivalry between individuals " to 
the very highest degree of efG.ciency as a 
condition of prc^essj by bringing all the 
people into it on a footing of equality, aud 
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by aUowing the fieest poBuble play of forces 
within the community, and the widest pos- 
sible opportunities for the development of 
every individual's faeulties and personality.^^ 
It is the result of this process which makes 
the American people easily masters in those 
fields which they seriously enter. It is not 
surprising that the European press bristles 
with warnings against the manner in which 
our products are flooding every market, A 
type of these warnings, in a recent article 
by Mr_ George Wenlersse in the " Grrande 
Eevue/' is thus espreased : — 
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'^Gradtially the AmeTiciina are poshing theii way 
into IhG British oalcnioa. TliG last railroad built in 
India h^a AmeTican raila. American itiaaafacturers 
Qxpurt their irt}a and mutorat their m&chinery, and ^al" 
vajiio wiroB to Cape Colony- E^ypt^ too, h&8 Phila- 
de1phi& bridge builders on the scene. Three hundred 
ralh'ci^ ccui-hes hiLve found their ^ny from Jersey 
City into the htJid of the PboroohSi and dcctrLcol 
trsjnwaya are forged in the foimdriea of Pittsburg to 
Gonaecl Cairo with the pyrajDidB. Even Euiepe u net 
ftoie agaioat the inraaion of American goods. RuBsiai 
Franee, Germany, and Italy must pay tribute^ Eng- 
land herself buys Americjin [oromotiTeB, steel raits, 
paper ffore, railroad coachea, and oren coaL Sheffield, 
tho homo of the atcol induatry, has bG^n dethroned hy 
Pittaburg. It would ha frivolity ilseH to remain in- 
different U> the expanviou ^jt thta luviathaii jievple.*' 
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Amonp; the faculties which have enabled 

the Americati manufactuier to get a footing 
in these fields haa been the same economy 
and efficiency reHultiiig from concentration 
which make the larger states more potent 
than the smaller in the domain o£ world poli- 
tics. It wa3 declared before the Industrial 
Commisaionj regarding the export trade^ 
" that it would he impossible for this trade 
to be secared to anything like the same ex- 
tent without the power that cotnCB from large 
coccentration of capital in the hands of one 
managing body/' It is not ccnceotration 
alone, however, which has produced these 
results^ but the skill with which such com- 
binations have been handled. This is the 
justification of the trust, so far as it can find 
justification. In so far as a trust or great 
business enterprise has succeeded, without 
the control of some natural monopoly or the 
abuse of legislation, it has usually been 
the result of the superior organizing abihty 
and foresight of its directing mind. Sue 
cess has been the test of efficiency. The 
incompetent trust manager is driven to the 
wall, where competition at home or abroad 
is within the range of possibility^ more 
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quiokly than tbe inefEcient manager of a 
Bmall trade. 

The tritimph of the industrial leader 07er 
his fellowHj therefore, by the natural pro- 
eesses of eompetitioD ia a direct contribution 
to the competing power of the nation. More 
and more, with the widening of the world 
market^ the fluctuationB of demand and sup- 
ply, and the necesBity of managing great 
financial operations, the captain of industry 
needs to possess all the genius for combina- 
tion^ foresight, and promptness of aedon 
which chamcterize the Buccessful general in 
the field, Aa Profeeeor Sidney Sherwood 
well declares in the ^^ Yale Review ^' for Feb- 
ruary, 1900: — 

''He must know the lar^r market — wliat its de- 
mftndn are and wliat aJ^ ito BoTurea of supply- He 
must possMS tXaa the ability to tiike broad views of 
thfl plans neflMsaiy to bring together this demand and 
supply. lie rauBt be a. cotifltiuctivu atateemofl in ifi- 
duHtry, cnpnblo of fanning largo and far-reaching 
polici^s^ ■ - - 

" The imdei'toker mn^t be a griiat Bngineer in eco- 
nomic matter&i underflfcanding hi>w to ntilizo to the 
beat ^vanU-go the highly developed skill of tho la- 
borer, ihs compltijf adjustment of iJie machinery, and 
how to combine the two, 

" finally, the vast &ccutaiiIatLon of modom capital 
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nnd the neceHflity of jtsmg large capital m these pr<H 
ducLive processes make it Essiititi^ for I,}ii4 iJii>i1f!rii 
sjttr^reneur to Ije a great financier. Ho muBt know 
havf to g&t the reqaifite capital under lik control npon 
advantngenus tertnn, how to manage it economically 
and saccesfifallj, how to meet the paj-mentB of interestt 
hovf to avoid carrying mmecc^ary capital^ how to pre- 
Aerve the confidence of the investor.'* 

Ttafc this ability for organization is a seri- 
ous factor in modem competition is coming 
to be generally rocogiiizGd by producers and 
economiata. Baron Mourre, in hia suggestive 
book, "D'oii Vient la Di^cadence Eeono- 
mique de la France?^' cites the many proofs 
that French exports and French i^ealth are 
{ailing behind those of Germany and Great 
Britain in relative growth. He inquiresj 
" What are the causes of this iuferioiity ? " 
and mates this answer : — 

** It IB prohahly not that our labo^ra ara mueh more 
incapahle ot tTkr>re Irdilcnt than German or Knglirih 
workmen, hut that our uianafscturctB dirtct them koa 
efficiently and employ aotiqiiated proceBBCE, which per- 
mit only an iatLdequalo production/' 

In thb respect the United States stand 
admittedly at the head. The organization 
of their great industries constitutes, as Pro- 
fessor Sherwood declares, '* the American 
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fiolution '' of the problem of meetiDg the de- 
mands of the world market hy a high type 
of organization. He well adds that ''it 13 
upon this historic Gupeiiority in the capacity 
for orgajiization that the future economic 
supremacy of America must prohahly rest." 
It is in the individualiam and daring, tem- 
pered by discretion, of the American indus- 
trial leader that the United States in the 
nature of the case Burjiass those peoples who 
are accustomed to have theii thmking and 
a.cting done for them by the state. The 
operation of the competitive syet^m, in forc- 
ing the ablest minds to the highest degree of 
exertion in order to obtain the greatest 
qauntum of desirable results by the smalleBt 
relative expenditure of energy, is its distln- 
gnishing advantage over the socialistic sys- 
tem in any of its forms. State direetiou of 
industry — useful aometimea in the infancy 
of technical education — and the creation of 
uioiiopolieH by legislation^ will always give 
way, other conditione being eqnnl, to the 
results of private industry and enterprise. 
No means can be foimd for giving to the 
niemberB of a bureaucracy the motive of 
competitivo self-interest which strains to its 
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atmost tenaion the mind of the industrial 
chief. 

The limits of state sociaham are clearly 
marked at the point where greater efficiency 
ceases to be obtained on the whole by the 
methods of govornmont control and owner- 
ahip. Such ownership may perhapa be ex- 
tended in the future to the railways and the 
telegraph, simply because the advantages of 
uniformity of system and charges and the 
certainty of impartiality between competitors 
outweigh the expensive methods of bureau- 
cracy. But the moment that state socialism 
undertakes to supersede the individual initia- 
tive in enterprises which are not of a quaai- 
public character, the soi^iety adopting them 
will sentence itself to economie decline. It 
will no longer ofier a premium to its best 
minda to achieve the utmost that can be 
achieved in improving methods of production. 
While at first its products may appear to 
compete upon equal terms with those of 
other nations^ the gradual hardening of rou- 
tine, the retention of inefiitient machinery, 
the absence of the spur of prizes to inventora 
and to the captains of industry, will impair 
its competitive machinery, increase the coat 
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of ita product, and drive it from interna- 
tional markets. 

If a tariii waJl ia erected tigh enough 
to exclude competitioii from abroad^ such a 
Bocialistic state will gradually drop oBtern in 
the race for industrial prizes, and with grow- 
ing impoverishment^ the flight of foreign 
capital, the inereafiiDg burden of taxation, 
and the steady decline in the mirplos avail- 
able for the employment of the professional 
classes, the encouragement of art, and the 
development of the comfort of the masses, 
will descend lower and lower in the scale of 
civilization, — at first relatively to its advan- 
cing rivals, and finally absolutely in relation 
to its own past. 

In so far as the combination of capital or 
labor teuds to stifle reasonable competition 
and create monopoly, it tends to threaten the 
efficiency of a nation's competing power. 
Only upon the ground of paramount advan- 
tages in other respects can such monopoly be 
justified* If it be true, as declared by a 
critic of the Building Trades Council of 
Chicago, in speaking of trades-unions in 
Great Britain and the United States^ that 
" the essence of trades-unionism to-day there 
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and here is tko dcstniction of freedom of 
contract aod the establishment of state social- 
ism and speci:il priviJf^ge/' tki» fact in itself 
IB a serious menace to the competing power 
of American production. Trades-unions and 
combinations of labor hare done mach to 
r^se the standard of living among the labor* 
ing men, to secure for labor equality of 
rights with capital, and thereby to increase 
the conauming power and the efiiciency of 
the masses in the community- The heuefita 
of Buch combinations cease wheD thm policy 
and methods tend to unduly restrict produc- 
ing power, to put the incompetent and sloth- 
ful upon a level with the competent and 
energetiCf and to stifle individual initiative. 

If it is deeirablc that the supreme pio- 
ductive power of the best minds should 
be appUed to industry, it is also of great 
impcrtanee that the rewards of industry 
should be as great and as honorable as those 
of any other calling. These rewards should 
be ranked by public opinion as high as those 
achieved in government, literature, or art. 
There is little danger of a conflict between 
commercialism and the higher ideals under 
such conditions, bo long as the life-blood of 
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productive energy and moml purpose flows 
freely from the lieart to t-be eKtremities of 
flociety. There will always bs a class whose 
jnembera will forswear tbe pecimiajy rewards 
of industrial activity for the gratifications of 
intellectiial and aFtistic labor^ if the surplus 
earnings oi the community will afford them 
a dignified and comfortable maintenance. 
The process of natural selection can be 
trusted to divert in this diiection the mindB 
beat fitted for such puisuits, while leaving 
to the organizing executive minds the pur- 
suit of industrial rewards. 

The greatest periods in literature and art 
among civilised peoples have ahnoat always 
been thoae when they were ivinning victories 
on the field and in the workshop. It was 
thus with Athens in the age of Ferities and 
with Rome in the age of Augustus. Their 
intellectual life attained its highest develop- 
ment at the same moment with their indus- 
trial life, so far as the latter obtained a foot- 
ing in ancient slaveholding societies. It 'was 
the same in the France of Louis XIV. and 
in the England of Elizabeth. The outburst 
of industrial energy and the contest for world 
empire were accompanied by the highest in- 
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tellecinial achievement and the creation of 
the masterpieces uf the Freiicli aiirl British 
drama. To the same great age which wit- 
nessed the colonization of America and the 
opening of India belonged the names of 
Turenne and Marlborough in the fieldj of 
Colbert and Baeon in constmctive statesman- 
ship, of Molifere and Shakespeare in art. 

The United States enter upon the field of 
world competition with [)€culiar advantages 
in respect to the motives which govern their 
intellectual development. The very com- 
plaint of many reformers, that the ablest 
minds neglect those oflicial spheres once con- 
sidered moat honorable, for the management 
of factories, insurance companies, banks, and 
railways, is one of the results of the dignity 
of labor in America* It is highly desirable 
that the policy of the state should be well 
directed, and it has been pointed out that 
this may be an element of vital importance in 
the competition of our democracy with organ- 
ized absolutism. But it la not desirable in a 
modem state that there shonld be n waste of 
forces upon the machinery of government- 
It has been by the natural eTolution (A 
events that the majority in state legialaturea 
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and in Congress have ceased to he the lead- 
ers of public opinion and bavG become ita 
obedient servants. Public opinion ia no 
longer formed by debates in Congress^ but 
by the expression of the best opinion of 
experts through the press. "When public 
opiuion reaches the state of decision on an 
important subject^ it is regtstsL'ed more effec- 
tively by an obedient majority than would be 
the case if acotea of experts and economists 
split hairs over abstractiona before putting a 
law upon the statute book. The abstract 
discu&sion which leads to the ripening of 
opinion takes place outside of Congressp If 
more of the highest couatrnctive and execu- 
tive ability could be devoted to the serTice 
of the stat^y legislatures might realize a more 
impressive and dignified ideal than at present, 
but the diversion of the best minds to such 
a service might involve an economic waste 
which would react disastrously upon the real 
interoata of the country in its competitioD 
with foreign rivals. 

The people of the United States, by de- 
voting their best talent to industry and com- 
merce, and minimizing to some degree the 
honors of public service, escape another dan- 
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gBT which impairs the competing power of 
their European rivala. This is the entomb- 
ment of some of the highest capacity of the 
country in the barren service of arms. It is 
absolutely OGsential that every nation should 
be able to protect its independence and its 
national interests in the struggle for com- 
mercial empire, which may cause many ap- 
peals to arme in the future. But that nation 
which is able to maintain its military effi- 
ciency with the smallest possible subtraction 
from its resources for industrial development 
will be the strongest competitor for the em- 
pire of arts as well as arms. 

Ifc is not perhaps the moat serious fetter 
upon the competitive power of the European 
countries that their people give up a large 
part of their earninga for the miUtaiy estab- 
lishmeut. This can be afforded without sut- 
feriag by the richer nations, in view of the 
gieady increased productive power of the 
race under modern conditions. As Profes- 
sor Edmond Thery points out, in '^ VEcono- 
miste Europ^n," of January 19, 1900, an 
increase of 97 per cent, in the tases collected 
from the people of France between 1869 and 
1898, while the population remained nearly 
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stationary, has been accompanied by great 
improvementfi in public education^ in aayluins, 
in inatitutiona of pliilanthropy and coopera- 
tioD, and the wages of labor haTe risen from 
50 to 60 per cent, above tbeir average a gen- 
eration ago. But in this same FranceT in 
spite of her industry and accumulated wealth, 
the persistence of the feudal idea that trade 
is ignoble and idleness alone honorable con- 
tributfiB even to-day, in the opinion of Baron 
Mourre, in the work already quoted, to her 
steady decline in competition with other in* 
dustrial nations. "The French/' he saya, 
" instead of developing their capital them- 
Belvesj invest in securities and struggle for 
petty official placea.^' The fatal defect of 
the policy of militarismj which is gnawing 
at the vitals of the continental states of 
Europe, is not the direct cost in moneys but 
the persistence of themedifeval idea that tlie 
display of gold lace or the bearing of civil 
titles is more honorable than distinction in 
the £elds of industry. It ia this idea which 
shuts up the keenest and most ambitious 
minds in the narrow treadmill of official rou- 
tine or military ostentation, and withdraws 
them from their truest service to humanity. 
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Of tranaceDdent importance also in the 

struggle for iiiduBtrial supremacy ia the keep- 
ing open to all classes of the paths which 
lead to the highest industrial rewards. It 
was one of the miafortunes of the Roman 
state that trade and industry were treated 
as un£t for freemen^ as they are disparaged 
to-day in the mihtary courts of Europe and 
among tbe parvenu aristocracy which apes 
foreign cut^tums in this country. Bnt a 
deeper evil than this was the stratification 
of society. Among the geuuine Romans, 
especially under the Empire^ social classes 
hardened iuto castes, and the ablest and most 
ambitious minds could find no escape from 
the class into which they had been born. 
Mr, Dill, in bis interesting work on ''Roman 
Society in the Last Century of the Western 
Empire/* sets forth in striking language the 
manner in which the carriers of grain from 
Sicily, SpaiUf and Egypt to Rome, and the 
various city traders, were shut within their 
class, and how completely the food service of 
the city broke down when it was no longer in 
the power of the state to maintain this forced 
stratification of society- 
It is no new discovery on the part of Mr. 
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Dill that tkiB binding of clasBes by iron bar- 
riers was the canker which gnawed at the 
life of the Roman state. It is the testimony 
of MomraseDj the great German historian of 
RomG, and of L^on, in his " Hietoirs des Cor- 
porations do Metiers," "The craftsman," 
saya the latter, " vas riveted to his trade like 
th« convict to his chain- Notliing in theory 
could withdraw him from this yoke ; the 
Emperor himself was forbidden from grant- 
ing him release." Every industry was organ- 
ized into guilds, End in some cases a man 
oould not marry the daughter of a craftsman 
without being compelled to adopt his fa- 
ther-in-law's trade. It ia not surprising that 
under such a system, where, in the language 
of Mr. Dill, '' law, sentiment, the course of 
events, were hoatile to the prosperity of a 
great commercial class,*' merchants should 
have fled from the great centres of com- 
merce, with the object of escaping the special 
taxes on tbeii calling ; noi id it surprising 
that under such conditions of embyro state 
socialism the Roman state, decaying at the 
top, lost its vitality, and when the barriers of 
caste were finally broken down by the rude 
swords of Goths and Yandals^ there were^ 
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as Gibbon so tersely says, ''do longer any 
proper Komans left to defend her/' 

A similar experience was that of Athens, 
where heriobust demooracyT gradually strati- 
lied into rigid classes, died at the top and 
fell before tlie vigorous march of the soldiers 
of Maeedon. In France, it was the great 
mistake of Colbert that he strove to organize 
the people into classes, and to give a fictitious 
splendor to French industry by conferring 
the privileges of monopoly on a few showy 
manufactures. The guilds or corporations 
came to impose unbearable fetters upon the 
life of French industry, and contributed their 
share to the impoverishment which was sink- 
ing interior France to the level of barbariamf 
while wealth and wit shone resplendent at 
the courts of Louis XT V- and Louis XV. As 
Taine interprets the observation of Arthur 
Young, who traveTsed the country just be- 
fore the Revolution, never was there a society 
with '^a heart so vigorous and extremities 
80 benumbed/' 

Such a society could not live to-day iu 
competition with a democratic industrial 
common wealth, where equality of burdens 
and equality of opportunity afford the strong- 
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eat >^timulu3 to the activitj of the race hj 
offering the higheHt prizes to the greatest 
achievement. Turgot only anticipated the 
eficct of the iclentleas competitioii of mod- 
ern tinies when he tried to abolish the corpo- 
rations and to open to every Frenchman the 
pathway for seeking his owa future in hia 
own way, before the blood of the Revolutioa 
swept away social and political distinctions 
in France and enabled her to stand forth, in 
spite of the frightful drain of Napoleon's 
campaigns^ as a competitor of modern indus- 
trial nations. If Eugland was already the 
leader in this competitionj and France lagged 
behind, it was hugely, aB Mr. HobEon de- 
clares in '' The Evolution of Modem Capi- 
talianij" because *'sliej more than any other 
European nation, had broken down the old 
industrial order, with its guilds, its ehiborate 
restrictions, and conservative methods. Pei^ 
sonal freedom, security of property, liherty 
to work and live where and how one liked, 
existed in England to an extent unknown on 
the continent/' 

It is a well-settled rule of social develop- 
ment that any society which has ceased to 
feel the spur of need and ambition has begun 
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to decay- The man wlio lias become ricb 
c€U£e& to devote the B2.mQ relentless energy 
and minute care to his husineaa as Tphen he 
was poor. Even if hardened habits keep 
him at the treadmill, his f^hildren are bred 
in a difierent school, and are only rarely his 
efficient successors in the fields of Bnance and 
industry. Even if every otie oE them were 
flOj the statistics of births and deaths show 
that the upper class in any fixed society 
steadily declines in number in ratio to the 
lower classes, and finally dies out. Only 
when new blood \a constantly poured into the 
80-ealled *' upper " grades of society from be- 
neath, or into the city from the country^ does 
their vitality remain uuimpaired, and only 
under such conditiona can a people go forward 
in the field of industry, of art, and of world 
empire from victory unto victory- The at- 
tempt to stratify society, — whether it comes 
from above or beueath, whether it is in the 
interest of a blooded or monoyed aristocracy, 
of organized labor or of socialism, — is to 
put the bar aiuister upon national life and 
gentCDce a state to fall gradually behind in 
the race for commercial and political empire, 
until she sinica a helpless prey to bet more 
democratic and vigorous rivals. 
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Painful as it maj be to patrician preja- 
dtces, it ifi the constant change in Bocial 
claaaification — the sacceaa of the new-com- 
ets, the decay of old families — which keeps 
the Hfeblood of a nation flowing freely from 
the heart to the extremities. Id tlie words 
quoted by Profasaor Leroy-Beaulieu, in his 
" Traite d'Economie Politique," " One heara 
constantly the sound of polished hoots de- 
acending, of "ivooden shoes mounting up- 
ward/' Upon this subject nothing can be 
truer than the conclasion at which Mr. Ben- 
jamin £idd aiTiYed in the closing pages of 
his profound study on "Social Evolution : " — 

*^ Under all iho complex &pp(;arad]ctn oar Westtim 
civitiijitioa preBentB^ the ccntroJ proccaa workiiig itaelf 
ont in onr midst is one which b &vqt tending b> bring, 
tor die first time Id the LiBtoiy of tlie rai^e^ all tW. jh^o- 
pto into tha competitioa of life on il footing of oqnaLty 
of opportuiuty. In thia prcJcass the problem, vi\h 
wMch biwihQ' and legislatore will be concerned for long 
into tho future, will be Low to secure to tLe fuJIert 
d^TQQ thoBc condiljuna of equality, whilo at the some 
tiiUH retaining tliat ddgret of inequality wh]<^h nmat 
Tdjmlt from offering prizes aufBcientlj iLttra.uLivfc to 
keep up within tho community that etoto of Btroas and 
exertion, without which no people can long continue in 
a high fltate of aocial cfiidency-^' 

To the Angki-Sason race; by the histoti- 
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cal evolution of events, has been committed 
this caubo of modem social progiesG* Im- 
perfectly as they may have conceived it, 
clumsily and with much travail aa they may 
perform it, it i^ a task which they cannot 
escape unloas the world is to siak backward 
into another long night like that of the Dark 
Ages. It 18 a missioD of the highest altru- 
ism^ in which commercial and economic 
forces play a port only beoauae economio 
efBciency is the fruit of freedomj and the 
people of the highest moral ideab are thoae 
capable of doing the most in the world. 
The function of the highly developed peo- 
ples, as ProfeHHor )¥iJter F» Willcox poiuted 
out at a recent meeting of the Washington 
Economic Society, ig to teach labor-fiaving 
devices and efficient methods of production 
to the less advanced peoples, to the «nd that 
every part of the world may yield its increase 
in the largest meaGure for humanity. In 
pursuance of this work, it is not the datj of 
the Anglo^axou races to force their policies 
by the sword upon relactaot rivak, but it is 
their duty to accept without regret or turn- 
ing hack the responsibilitLeB which come to 
themj and to tneUt tliat the policies of ahBO- 
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Ing tiwr Mtiooal inflodiiee wd competing 
power wtui^h doea the moat to inefotwe the effi- 
0)w&^ of tbd ooaauW and tUploinatio ierriee 
by lifting it out of jMilitioa. In tlua direction> 
m in all others, the highest efBoienoy will 
tuTQ the i^ftle between uatiaDa, and thin effi- 
eieitoy hi uau^y won in di[Jomaey> aa in the 
t«>ehmcal arta, by traioing uid knowledge. 

At the moit eritieal womeDta, the political 
|iArty wbieh repveaenta a wel)*{ormulated and 
reaolut^ puliej will eomtnaBd the aupport of 
^oae who beUeye in the maintenance of the 
poaition of the United Statea aa a world 
power. Thia will not preclude changes of 
politieal eontrol, and thc^ will no doubt be 
momenta when diaoontent with the party of a 
eonat^uetive policy will place ita opponents in 
ofSee. It ia of the higheat importanoe> how- 
ever, that the inteieata of the country should 
he httruated aa lately as poaaible to that 
|iarty whieh h»a a welHeflned policy, and 
that, if iw |iiiwef U to be reliotjuiabed at inter- 
vaUj the denutMil should at least be made by 
the {iWfple tltat the broadest and most eon- 
Ktfuetive atalMmeo of the opiiosiUen {lariy 
ithf'uM Irti plMied in t^nitrot ut fitreigii affairsT 

Tttese iMM>fVt(l# ut Mte aneeeM uf the (tar 
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liamentary oppositioa should be limited, as 
far as possible^ to ])erioda of arrested progress 
rather thaa absolute nitrogrt^siiioD, Great 
Britain eocoanterod such periods under the 
timid policy of Mr. Gladstone, but even he 
was forced by eveota to assume a protector- 
ate for Great Britain over Egjpt and to do 
other things aa a reeponsible minister which 
-would have invited his phiUppics if he had 
enjoyed the freedom of an opposition leader- 
Bat England is coming to understand how 
vital is the maintenance of her position be- 
fore the -world, and how completely settled 
are some of the old issues which once divided 
parties. In the United States also, the old 
ifisuea are shriveling upj — settled and sent 
to the lumber-room of the poHtical theatre^ or 
tinged with strange^ new light by the flash 
of Dewey's guns in the Bay of Manila.. 
Events are opening tho way for party divi- 
sions upon new issneSf in which the party of 
a continaouB natioDal policy, pledged to keep 
open the world market upon conditions of 
equal opportunity, will command the support 
not alone of the business community, but of 
all fat-seeing men who desire the perpetua- 
tion of the ide^ of Anglo-Saxon civilization. 
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The great RepubKe of the West, ia gird- 
ing her loins for this struggle, should &o 
direct hor policy that if she is compelled to 
draw the sword, it should not be to enforce 
the privileges of classes, but on behalf of the 
essential misaion of democracy,— equality of 
opportunity for all, — and as the champion of 
the civilization of the future in the realiza* 
tion of its highest ideals. If this contest 
should bear fiomething of the character of 
that between Persia and Greece of old, our 
racCj by its training in representative goveru- 
mentj has at least learned how to guard 
ag^nst the fatal divisiona which made the 
Greek cities of Asia a prey to Darius and 
Xerxea, and how to confront the organized 
foreea of absolutism and trade exclusion by 
the tmited democracy of America. For this 
great industrial empire, the sword muat ever 
be a last resort, unsheathed only iu behalf of 
the freedom and civilization of the world, in 
accordance with that maxim of subtle wis- 
dom blazoned on the seal of Massachusetts, 
" Ense petit pladdam. sub Uhertate quis- 
iejn" — "By the sword she seeks gentle 
peace under the shield of liberty/* 
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